
December 31 2009

Bank of America

100 North Tryon Street

2harotte NC 28255

Dear Bank of America

ha stake in this company too

What are you doing to moe the bank

and the economy forward
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My company needs to maximizereturns and minimize risk

How can Bank of America Merrill Lynch help

Everythings so comp1icated

Cant you make credit card terms simpler

Is my investmentportfolio diversified

How did the acquisitions of Countrywide and Merrill Lynch

change your business

Can you help me better manage my bills and monthly payments

When will Bank of America increase its dividend

What steps are you taking to make sure my financial information is secure

Im smaThbusiness owner with plans to expand Will be able to get access to capital

My budget has never been more stretched

How can you help me

Is now good time for me to invest in emerging markets

Can you help me take my company public

Times are tough What is Bank of America doing to help

Mr financial situation is sound How can qualify for more creditd

How do save for college and pay my weekly grocery bill at the same time

Our corporation is ready to expand globally

Can you advise on international acquisition opportunities

want to retire in 10 years Will be ready

Can Bank of America do more for me than my hometown community bank

Im in over my head with my mortgage How can you help

dont have time to visit branch Can manage my accounts online

How can you make my cash flow more productive

need banker who understands my business

Do you have industry expertise

How can protect my wealth for future generations



Were listening

We know your
financial needs
are changing.
Thats why were
changing too..



Letter from the President and CEO

To Our Shareholders

Bank of America serves one in two U.S households virtually

the entire U.S Fortune 1000 and clients around the world We
built this company to serve customers and clients wherever

and however they choose and to return value to shareholders

We understand that we play an important role as an engine

of growth and partner for success for millions of individuals

families and businesses of every size

As we emerge from the economic crisis of the past two years we also have the

opportunity and the obligation to address simple question often hear

What is Bank of America doing to make financial services better

Its good question My answer is were working to improve our ability to support

the financial health of all those we serve To provide financial solutions that are

clearly explained and easily understood To take our seat at the table with policy

makers at every level and help create financial system that supports economic

growth and financial stability And to do all this through business model that

generates attractive returns for you our shareholders



Brian Moynihan

Chief Executive Officer and President

Tough Year

2009 was difficult year by almost every measure As the largest lender in the United States

during the worst recession in 70 years we knew 2009 would be stern test and it was

For the full year we reported net income of $6.3 billion good overall result given the eco

nomic environment After accounting for preferred dividends and the cost of exiting the federal

governments Troubled Asset Relief Program TARP we reported net loss applicable to

common shareholders of $2.2 billion or loss of $0.29 per diluted share

TARP and other actions by public officials stabilized our financial system and were grateful

to U.S taxpayers for making these funds available We repaid the Treasury the full $45 billion

for the TARP preferred stock investment in December Government support of our company

and the industry also carried heavy cost for our shareholders in 2009 dividends and fees

associated with government support programs reduced our net income available to you our

shareholders by $9.6 billion

At the same time we faced high credit costs in 2009 as provision expense for the year totaled

$49 billion While credit costs will continue to be high in 2010 most credit quality metrics have

begun to improve Net charge-offs fell in the fourth quarter for the first time in more than four

years We think the economy will gain strength through the year so we expect credit costs

to improve

Despite the many challenges we faced in 2009 we came through the worst year for banks

in several generations with net income up more than 30% over 2008 We strengthened our

capital through series of actions that increased Tier common capital by $57 billion And we

Bank of America has

relaUonships with

of Fortune

1000 companes

Bank of America

is global leader

in client assets
retail deposits

commercial bank

ing credit cards

home loans and

lending
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We came

through the

worst year

for banks

in several

generations

with net

income up
more than

50% over

2008

We are eading

provider of

saes trading

and research

services to

chents in aM

major markets

moved ahead on our merget integrations LaSalie is complete Con ntry ide is close and the

Merrill Lynch transition is progressing on schedule and under budget Bringing these prpiects

to successful close is critical as we ook forward to putting all of our focus on customer and

client satisfaction this year and beyond

Leadership in Changing Industry

Early in this crisis it became clear that consumers across alt our markets were frustrated

with their banking experience They wanted clarity consistenc transparency and simplicity

in their financial products and services

Weve responded with Clarity Commitment documents in our home loans and ci edit card

businesses that explain in plain English the terms of each product or service with limited and

simplified fee structLires in our deposits business and ith other changes that make it easier

for our customers to manage their finances

In our capita markets busiesses were ssorking with policy leaders on reforms for deriatives

trading securitization and other sectors that am to improve transparency and accountability

We are working to ensure thot reforms balance safety and soundness with innovation and

allow us to delier the products our clients need to run their businesses

While we have always had pay loi performance culture we have made important changes

to our compensatun practices more closely align nay ith longderm financial performam

and enable the compa ny to recover funds when risk go bad

We also have adopted ii improved approach to risk managenient Each yeat the management

team will recomn end and the hoard of direct ore ill appro an ggregate risk appetite for

the co1npaiy that management will then allocate across the lines of husmness Weve clan

fled risk managcmenl rok and responsibilities Were putting in place management routines

that will foster more open debate on riskrelated issues and wdre taking action Pased on

those debates
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Before and during the recent crisis many of our collecti\e business judgments missed the

mark We believe the changes were making no will put us in much better position to see

and respond to macroeconomic risks in the future

We are moving ahead and making changes we believe are responsive to our customers and

clients needs And are urging constructive dialogue ith policymakers to make sure well

be able to continue to meet the needs of our clients uhile at the same time protecting the future

of our industry

Growng the Right Way

There is nothing more important to our more than 280000 Bank of America teammates and

me than our belief that theres right way to do business an approach that balances our

responsibilities to all our stakeholders This belief has guided our efforts as weve worked to

help customei clients and communities ride out the economic storm

Clearly the most urgent need has been loan modifications to help families and businesses

manage their monthly rash flow to get through the crisis Weve reported regularly on our

efforts to ease the crisis in home foreclosures and we continue to accelerate our work to match

the growing need We lead the nation in the number of home loans evc modified nearly

700000 trial and permanent modifications since January 2008

Another key area of focus is small- and medium-sized businesses in 2009 we lent more than

$16 billion to these businesses and we announced in December that we would increase lending

to small- and medium-sized businesses by $5 billion in 2010 We also modified more than 60000

small business card loans In the current crisis believe this is not only the right thing to do

but that its also good business renegotiated loan is bette than defaulted loan and we

believe many of these customers will become loyal advocates for Bank of America as they get

back on their feet in the corning years

Bank of America

has more than

18000 ATM5 and

award-winning online

banking with active

users totaling nearly

3Om
We serve

lJn2
households in

the country

Our retail footprint covers

80% of the U.S population

and we serve 59 million

consumer and small

business relationships
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Now its

all about

execution

about meeting
and exceeding

our customers

and clients

expectations

every day

our company is taking this approach should not surprise anyone who has known or

folowed us over the years healthy sense of enlightened self-interest is cornerstone

of ow culture and continues to find life in our 10 year goals for community development

$1.5 trillion and philanthropy $2 billion our industry-leading environmental initiatives

and other endeavors

Or Vmon for Bani of Amor

Our Vision for our company is simple Its Bank of America associates all over the world pulling

together to create the right solutions fot our customers and clients Its customers and clients

telling us were the best by bringing us more of their business Its shareholders investing in

our stock because they can see our bright future Its associates choosing to build their careers

here because they believe this is the best place to work Its community leaders acknowledg

ing that Bank of America is the most important business partner helping to drive success in

their communities

Ihats what mean when talk about the finest financial services company in the world

We have the best domestic and global franchise in the industry and capabilities across

all our businesses that we believe meet or heat those of our competitors Now its all about

execution about meeting and exceeding our customers and clients expectations every da1y

Our great challenge is to take this large diverse company weve built and make it the best in

the business at helping customers chents shareholders and communities achieve their finan

cial goals Helping our team meet tlns challenge by achieving operational excellence on global

scale is the goal have set for myself as chief executive officer

Id like to close by thanking Walter Massey and die board for their confidence in me as begin

my Journey as CEO Most of all want to thank our customers clients and shareholders for

your continued confidence in us We fake our responsibilities veo seriously and we are ork

ing hard every day to win in the marketplace

Brian Moynihan

President and Chief Executive Officer

March 2010
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Walter Massey

Chairman of the Board of Directors

uSh

er the course of the pas severa years our company the global hnanc system

have ged dramaticaHy Our recen acqu stions ombned with the unexpected depth of

the fnancial cnss gna the need for more board members deep and broad expe ence

ancial management and famlarity with the financial egulatory onmen

Since Apail of last year we have wclcomed six new director The are

Susan Bie former rnembe boaid of gove nors ofthe Fede a1 Reserve System

William Boardman retiied vice chairman Bane One Corporation and

retired chairman Visa Inteinational Inc

Charles Holliday Jr retiied chairman and CLO du Pont de Nemours and Co

Paul Jones Jr foimer chairman CEO and pi esident Compass Bancshares Inc

Donald Powell former chairman Federal Deposit Insurance Corpoiation

Robei Scully former member Office of the Chairman Mo gan Stanley

Our newly constituted hoard immediately set ahout the work of reasses ing the current state of the company gover

nance proct es and controls and began taking action to strengthen the hoard oversight func ion We contnue this

work today

We also had numbei of membei ietire from the boa last year caving the board were William Barnet II John

Collins Gary Countryman Tommy It Franks Patricia Mitchell Joseph Prueher Temple Sloan Jr Meredith

Spangler Robert Tillman and Jackie Ward We aporeciate the many contributions of all these individuals ove the

years and offer our deep gratitude for their service

Bank of America 2009



After 40 years of service including nine years as the companys chief executive officer Kenneth Lewis

retired from Bank of America on December 31 2009 having transformed the company from U.S.-focused

retail and commercial bank to one of the largest and strongest global financial services companies in the

world During his tenure at the company Lewis led most of the companys businesses eagerly accepting

the toughest assignments and excelling in every role In his early years as CEO Lewis focused exclusively on

organic growth by pursuing process and operational excellence He instituted comprehensive Six Sigma

program across the company raising customer satisfaction scores reducing errors and lowering costs As

the banks performance improved Lewis began expanding the companys markets and capabilities with

acquisitions of Fleet 2004 MBNA 2006 U.S Trust 2007 LaSalle 2007 Countrywide 2008 and

Merrill Lynch 2009 Lewis also took every opportunity to extend the banks national leadership in commu

nity development lending philanthropy diversity and environmental programs strongly believing that the

bank will only ever be as healthy or successful as the communities that it serves

In September Ken Lewis our companys president and chief executive officer announced his decision to retire from the

company at the end of the year think all of us on the board who had the opportunity to work with Ken over the years

observed few things about him

First Ken knows the difference between management the task of day-to-day administration and leadership the art of

inspiring others to follow and that both are critical to the success of the company Second he is one of the most com

petitive focused and disciplined people Im ever likely to meet Third he understands why values are the most important

foundation for any business He lived the companys values every day and required his teammates to do the same

Ken helped lead the growth of this company over the course of his 40-year career because he firmly believed that becoming

large company with broad capabilities would enable us to create more value for customers clients and shareholders know

he still believes that and so do

On December 16 of last year the board of directors elected Brian Moynihan to be the companys president and chief execu

tive officer starting January Brian also joined our board of directors at the start of the year Brian brings to his role

tremendous breadth and depth of experience having led at different times the companys wealth management corporate

and investment banking and censumer and small-business banking businesses He is as comfortable on Wall Street as he

is on Main Street

Bank of America represents one of the great business opportunities in history We have assembled company of tremen

dous scale diversity and capabilities Our challenge and opportunity is to take advantage of what we have built and make

it work even better for customers clients shareholders and communities

look forward to all well accomplish as we pursue this goal

Wafter Massey

Chairman of the Board of Directors

March 2010

Bank of America 2009



How are

we making
banking
better



By being
clear and

easy to

understand

Managing your money can be hard

work but the right bank can make it

easier Thats why Bank of America

is committed to providing customers

with products and policies that are

easy to understand like our new

Clarity Commitment documents and

simplified overdraft policies

Clarity Commitment In 2009

we introduced clarity commitment

documents for home mortgages

home equity loans and credit card

agreements clarity commitment

document is simple easy-to-

read one-page loan summary that

includes important information

on payments interest rates and

fees without lot of legal termi

nology to complement customer

loan agreements

Clear and Simple We know our

customers needs are changing

so were changing with them in

2009 we simplified our overdraft

policies limited fees and devel

oped clear summary of what

customers should expect from

their Bank of America checking

account We also focused on

helping our customers keep better

track of their finances by offering

multiple balance alert options

with our checking and savings

accounts as well as online tools

Its all part of our pledge to deliver

simple predictable and transpar

ent products and services to our

customers
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By helping
familiesin

tough times

As Americas largest bank we have

responsibility to help customers

who are struggling Thats why Bank

of America has stepped up our home

loan and credit card modification

efforts and outreach programs We

also expanded our home retention

staffing to more than 15000 to help

customers who are experiencing diffi

culty with their home loans

Home Loan Modifications Since

January 2008 we have helped

nearly 700000 customers with per

manent and trial loan modifications

through our own programs and

the Home Affordable Modification

Program HAMP Weve also taken

significant steps to contact custom

ers who may be eligible for home

loan modifications including tar

geted advertising door-knocking

campaigns and partnerships with

nonprofit organizations

Credit Card Modifications In 2009

Bank of America modified 1.4 million

unsecured loans including credit

card loans for customers struggling

to meet their financial obligations

Efforts included lowering interest

rates reducing payments and fees

or referring customers to debt man

agement programs

Deposits Customer Assistance

In 2009 we launched customer

Assistance Program to help our

customers who lost their jobs

Since then we have helped more

than 150000 customers by lower

ing fees

12 Bank of America 2009
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By making
every good
loan we can

Access to credit is essential to eco

nomic recovery and growth Thats

why Bank of America is open for busi

ness helping our customers drive

the economy forward In 2009 Bank of

America extended more than $758 bil

lion in credit to consumer and com
mercial clients which works out to

about $3 billion per business day

Consumers Bank of America is

one of the largest providers of

consumer credit in the world

extending more than $430 billion

in consumer loans in 2009 These

loans which range from first mort

gage and home equity loans to

credit card and other consumer

unsecured loans help customers

finance their dreams

Businesses Small businesses are

vital to the growth and stability of

our economy We currently have

more than $41 billion in outstand

ing small- and medium-business

loans In 2009 we extended more

than $16 billion in credit to small-

and medium-business customers

and approximately $310 billion to

large commercial relationships

For 2010 Bank of America has

pledged to increase lending to

small- and medium-sized busi

nesses an engine of job creation

in our economy by $5 billion

14 Bank of America 2009
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By providing
advice that

helps our clients

plan for it all

Providing clients with comprehensive

solutions and sound advice has never

been more critical The combination

of Bank of America U.S Trust and

Merrill Lynch which includes one of

the largest teams of financial advisors

in the industry enables us to deliver

comprehensive wealth management
to clients Whether its preparing for

retirement or other investment goals

we have the capabilities and resources

to help our clients plan for all of lifes

dreams and milestone events

Banking Liquidity Management

From the safety and security of

FDIc-insured offerings to innova

tive financing and lending solutions

we provide our clients access to

full spectrum of banking and liquid

ity management services

Solutions for Retirement Retire

ment may be right around the

corner or seem farther away than

ever Either way well help clients

get there with retirement strate

gies for all stages of life And for

clients who are business owners

well help their employees save

for ref irement

Leaving Legacy We understand

that providing wealth for future gen
erations and developing creative

strategies for more effective giving

are critical to clients Through

highly specialized credit asset

management and trust and estate

planning we are committed to

helping clients create the legacy

theyve always wanted

16 Bank of America 2009



q4ç

44

44 41
44 4K S4

ft

44

lr

444

44
444

44

1a4 c4IUk
iIL



cH
GD



V0

owY

At

9._ 1. .1

SI .e

.1 11 II

1111

.I

uS
SS

.s uS
e11

SI
.1



By working
hard to

keep our

communities
vibrant

Strong communities are cornerstone

to economic growth and stability

Thats why Bank of America continues

to advance the economic and social

health of the neighborhoods we
serve through strategic community

development programs lending and

investing initiatives support of the

arts philanthropy volunteerism and

environmental commitments Our

deep history of community involve

ment also supports our long-term

business goals

Community In 2009 we embarked

on our 10-year $2 billion charitable

investment goal During the year we

invested $200 million to help meet

critical community needs including

more than $20 million through our

Neighborhood Excellence lnitiative

which recognizes community leader

ship and service Also associates

donated more than 800000 volun

teer hours contributing their time

and expertise to meet critical com
munity needs

Economic Development In 2009
we initiated our 10-year $1.5 trillion

community development lending

and investing goal providing capital

to low- and moderate-income and

minority families businesses and

nonprofits to promote neighbor

hood revitalization We also partner

with community development

financial institutions to provide

financing and other assistance to

businesses unable to qualify for

traditional bank financing

Environment Our 10-year

$20 billion environmental initia

tive to address climate change

began in 2007 Since then we

have delivered more than $5.9 bil

lion in lending investing and new

products and services including

nearly $900 million in financing for

renewable and energy efficiency

projects in 2009 alone

20 Bank of America 2009
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Bank of America Corporation NYSE BAC is headquartered Crar otte NC As of December 31 2009 we operated in all

50 states the Distnct of Columbia ard more than dO foreign cou nes Through our banking and various nonbanking sub

sicharies throughout the Jnted States ad in selected markets we provide diversified range of banking and

nonbankmg financial services and products through six business segments Deposits Global Card Services Home Loans

Insurance Global Banking Global Markets and Global Wealth lnvestmert Management Bank of America is member of the

Dow Jones Industrial Average

ncia 95 dohars rn tons except per share nformation

For the year
2009 2008

Revenue net of interest expense
120944 73976

Net income 6276 4.008

Earnings loss per common share 0.29 0.54

Diluted earnings loss per common share 029 0.54

Dividends paid per common share
0.04 2.24

Return on average assets 0.26% 0.22/

Return on average tangible shareholders equIty
4.18 5.19

Efficiency ratio1
55.16 56.14

Average diluted common shares issued and outstanding in mllkons 7729 4596

At year end 2009 2008

Total loans and eases 900128 931446

Total assets 2223299 1817943

Total deposts
991611 882997

Total shareholders equ ty
231444 177052

Book value per common share
21.48 27.77

Tangible book value per common share 11.94 10.11

Market price per common share
15.06 14.08

Common shares issued and outstanding In millions 8650 5017

Fufy taxable-equ Va ext basis

Total Cumulative Shareholder Return2 5-Year Stock Performance

$150 $60

$125
_.__vseu-.-

$o ii-

$100
$40

$50 $20

$2o si.u

$0
$0

2004 2005 2006 2007 2008 2009 2005 2006 2007 2008 2009

Decerrber 31 2004 2005 2006 2007 2008 2009 8036 $47.08 $54.90 $54.05 $45.03 $18.59

BAC BANK OF AMERICA CORPORATION $100 $102 $124 $100 $37 $40 LOW 41.57 43.09 41.10 11.25 3.14

urn SP 500 INDEX $100 $105 $121 $128 $81 $102 CLO5E 4e.15 53.39 41.26 14.08 15.06

8KV KBW BANK NOEX $100 $103 $121 $121 $50 $49

23ks graph comparcS the yearly charge thc corporat ons total cumulative shareho der return on ts con non stocks hr tke Star dard Poor bOO Erdex aid in the

SaW Bark Index or tke tears ended December 3i 2005 through 2009 The graph assumes air hat rnvestment of $100 at the end of 2004 and the re nscstrnent of all

ds dends dcrrgtbv fevrs mrlirratvrf
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Net Revenue Per Business Segment1 dollars in bil ions Net Revenue by Business Segment1

$10

Deposits

Global Cord Services

Home Loaos

Insurance

Global
Basking

Global Markets

Global Wealth

Investment Management

All Dther

Net Income Loss Per Business Segment dollars in billions Pre-tax Pre-provision Income by

Business Segment1
$8

Global Globa Global Wealth All

Banking Markets Investment Other

Management

All Dther

yaxableeq vaertbass

Al Other cons sts pr tar ly of equity rvestiecn the cv dual ripact of tie owance for reoit osses and oat al ocatior process iterger and restructur ng
cnarges rteisegn ert rations and the results of cc tan corsumorfinanee nvestrnc management and commercial lending businesses that are being liquidated
Al Other also inc odes the offsettng accent zatioi mpact to present Global Card Services on managed basis Fw more irfo mation aid detailed reconciliation please
efer to the All Other discussio the 2009 nancal Resiow

so ncludes fu range of products
for consumers and small businesses includ

lng traditional savings accounts money
market savings accounts CDs IRAs and

noninterest- and interest-bearing checking
accounts Deposits results also nclude stu

dent lending and the impact of our Asset and

Liability Management activities

ob es is one of the leading

issuers of credit cards in the United States

and Europe and provides broad offering

of products to consumers and small bush

nesses including U.S consumer and bush

ness card consumer lending international

card and debit card and variety of co
oranded ano affin

ry card prooucts

ott Es ttai cc provides an exten

sive line of consumer real estate products
and services including fixed and adjustable

rate first-lien mortgage loans for home pur
chase and refinancing reverse mortgages
home equity lines of credit and home equity

loans HLl also offers property casualty
life disability and credit insurance

b-il ma ikI provides wide range of

lending related products and services

integrated working capital management

treasury soltitions and investment banking
services Our clients include multinationals

middle-market and business banking compa

nies correspondent banks commercial real

estate firms and governments

ob Varket provides financial products

advisory services financing securities clear

ing and settlement and custody servces

globally to institutional clients We also work

with commercial and corporate clients to

provide debt and equity underwriting and dis

tribution and risk management products

4of at nv stmrnt Ikarage is

provides wide offering of customized bank

ing investment and brokerage services to

meet the wealth management needs of our

individual and institutional Customer base
Our primary wealth and investment manage
ment businesses are Merrill Lynch Global

Wealth Management U.S Trust Bank of

America Private Wealth Management and

Columbia Management

$30

52

$20

si-b

$5

so

Deposits Global Home Global Global Global Wealth All

Card Loans Banking Markets Investment Other

Services insurance Management

$4

$0

$2

54

Deposits Global Home

Card Loans

Services Insurance

Deposits

Global Card Services

Home Loans

lass move

Global
Banking

Global Markets

Global Wealth

Investment Management
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Our Actions

As one of the worlds largest financial institutions

we know our actions can have meaningful impact

on the economy our communities and families

everywhere we do business So we have taken sig

nificant steps to help promote economic growth

restore trust and move the bank forward

Clarity Commitment Our Clarity Commitment documents

have been hailed by customers for helping promote transpar

ency in traditionally complicated financial agreements These

one-page summaries highlight key loan terms in mortgage

home equity and credit card loan agreements improving

clarity and transparency of agreements for our customers

Credit Card Assistance During 2009 we modified more than

1.4 million consumer and small business unsecured loans

including credit cards representing more than $13.3 billion

in credit

Financial Literacy In 2009 we enhanced our online tools to

provide consumers with guidance on managing their credit

including launching our Facts About Fees Web site our

interactive Home Loan Guide to help customers make

informed decisions our Bankofamerica.com/solutions

portal and Help With My CreditM Web site in partnership

with other financial institutions to assist consumers strug

gling to make credit card payments

Helping Customers Save In 2009 we launched the Add

It Up program currently serving more than one million

customers and allowing them to earn cash back on pur

chases And customers have saved more than $3 billion

with Keep the Change since it launched This program auto

matically rounds up debit card purchases to the next dollar

and transfers the difference from their checking to their

savings account

Lending We continue to make every good loan we can to

consumers and businesses Total credit extended in 2009

exceeded $758 billion

Small-Business Support In 2009 we extended more than

$16 billion in credit to small- and medium-business custom

ers For 2010 Bank of America has pledged to increase lend

ingto small- and medium-sized businesses by $5 billion

Home Loan Modifications In the past two years we have

helped nearly 700000 customers with loan modifications

including modifications made by Countrywide before the

acquisition in July 2008 These include permanent and trial

modifications as part of the administrations Home Afford

able Modification Program HAMP In December 2009 we

became the first mortgage servicer to surpass 200000

customers entering HAMP trial modifications leading

the industry with the highest number of active trials and

offers extended

Support of the Arts Reflecting our belief that strong arts

institutions provide communities with stability job oppor

tunities and an improved quality of life we invested nearly

$50 million to support arts and heritage programs world

wide in 2009

Supporting Green Initiatives We are addressing climate

change by helping finance renewable and low-carbon energy

solutions in our communities like the financing we provided

fora 929-kilowatt solar power system at Mendocino Colleges

Ukiah campus in California The system is expected to save

the college nearly $15 million in electricity costs overthe next

25 years as well as reduce greenhouse gas emissions

Community Development Our $1.5 trillion 10-year com

munity development goal started in 2009 and replaced

our previous goal of $750 billion This initiative unprece

dented in the financial services community is focused on

helping low- and moderate-income and minority families

and neighborhoods in the areas of affordable housing

small-business and farm ownership consumer loans and

economic development

Neighborhood Preservation By partnering with community

groups to mitigate the impact foreclosures have on neigh

borhoods we participated in nearly 250 outreach events in

32 states and since 2008 provided more than $35 million

to fund neighborhood stabilization programs including the

Alliance for Stabilizing our Communities national coalition

to help homeowners in areas hardest hit by foreclosures

Retirement Planning leading concern of Americans over

age 55 is howtheywill live in retirement In 2009 Merrill Lynch

Wealth Management launched My Retirement lncomelM

to help retirees access and use retirement savings to fund

their everyday lives as well as special one-time events

Helping Companies Raise Capital Through our debt and

equity underwriting expertise and distribution capabili

ties we helped thousands of companies raise more than

$347 billion of capital around the world enabling them to

grow their businesses and achieve their goals

Philanthropic Giving As part of our $200 million philan

thropic giving total in 2009 we responded to dramatic

increase in critical community needs investing more than

$8 million in emergency safety net grants to address issues

of hunger housing and more
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Managements Discussion and Analysis of Financial Condition and

Results of Operations

This report may contain and from time to time our management may make

certain statements that constitute foward-looking statements Words such

as expects anticipates believes estimates and other similar

expressions or future or conditional verbs such as will should would

and could are intended to identify such forward-looking statements

These statements are not historical facts but instead represent the current

expectations plans or forecasts of Bank of America Corporation and its

subsidiaries the Corporation regarding the Corporations integration of the

Merrill Lynch and Countrywide acquisitions and related cost savings future

results and revenues credit losses credit reserves and charge-o ifs delin

quency trends non performing asset levels level of preferred dividends

service charges the closing of the sales of Columbia Management

Columbia and First Republic Bank effective tax rate noninterest expense

impact of ch7nges in fair value of Merrill Lynch structured notes impact of

new accounting guidance regarding consolidation on capita and reserves

mortgage production the effect of various legal proceedings discussed in

Litigation and Regulatory Matters in Note 14 Commitments and Con

tingencies to the Consolidated Financial Statements and other matters

relating to the Corporation and the securities that we may offer from time to

time These statements are not guarantees of future results or perform

ance and involve certain risks uncertainties and assumptions that are diffi

cult to predict and often are beyond the Corporations control Actual

outcomes and results may differ materially from those expressed in or

implied by the Corporations forward-looking statements

You should not place undue reliance on any forward-looking statement

and should consider the following uncertainties and risks as well as the

risks and uncertainties discussed elsewhere in this report including

under Item IA Risk Factors of this Annual Report on Form 10-K and in

any of the Corporations other subsequent Securities and Exchange

Commission SEC filings negative economic conditions that adversely

affect the general ecqnomy housing prices job market consumer con

fidence and spending habits which may affect among other things the

credit quality of our loan portfolios the degree of the impact of which is

dependent upon the duration and severity of these con qitions the Corpo

rations modification policies and related results the level and volatility
of

the capital markets interest rates currency values and other market

indices which may affect among other things our liquidity ad the value

of our assets and liabilities and in turn our trading and investment

portfolios changes in consumer investor and counterparty confidence in

and the related impact on financial markets and institutions the Corpo

rations credit ratings and the credit ratings of our securitizations which

are important to the Corporations liquidity borrowing costs and trading

revenues estimates of fair value of certain of the Corporations assets

and liabilities which could change in value significantly from period to

period legislative
and regulatory actions in the United States including

the Electronic Fund Transfer Act the Credit Card Accountability Responsi

bility
and Disclosure CARD Act of 2009 and related regulations and

internationally which may increase the Corporations costs and adversely

affect the Corporations businesses and economic conditions as whole

the impact of litigation and regulatory investigations including costs

expenses settlements and judgments various monetary and fiscal poli

cies and regulations of the U.S and non-U.S governments changes in

accounting standards rules and interpretations including new accounting

guidance on consolidation and the impact on the Corporations financial

statements increased globalization of the financial services industry and

competition with other U.S and international financial institutions the

Corporations ability
to attract new employees and retain and motivate

existing employees mergers and acquisitions and their integration into

the Corporation including our ability to realize the benefits and cost sav

ings from and limit any unexpected liabilities acquired as result of the

Merrill Lynch acquisition the Corporations reputation and decisions to

downsize sell or close units or otherwise change the business mix of the

Corporation

Forward-looking statements speak only as of the date they are made

and the Corporation undertakes no obligation to update any forward-

looking statement to reflect the impact of circumstances or events that

arise after the date the forward-looking statement was made

Notes to the Consolidated Financial Statements referred to in the

Managements Discussion and Analysis of Financial Condition and

Results of Operations MDA are incorporated by reference into the

MDA Certain prior period amounts have been reclassified to conform to

current period presentation
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Executive Summary

Business Overview

The Corporation is Delaware corporation bank holding company and

financial holding company Our principal executive offices are located in

the Bank of America Corporate Center in Charlotte North Carolina

Through our banking and various nonbanking subsidiaries throughout the

United States and in certain international markets we provide diversified

range of banking and nonbanking financial services and products through

six business segments Deposits Global Card Services Home Loans

Insurance Global Banking Global Markets and Global Wealth Invest

ment Management GWIM with the remaining operations recorded in All

Other At December 31 2009 the Corporation had $2.2 trillion in assets

and approximately 284000 full-time equivalent employees On January

2009 we acquired Merrill Lynch Co Inc Merrill Lynch and as result

we have one of the largest wealth management businesses in the world

with approximately 15000 financial advisors and more than $2.1 trillion in

2009 Economic Environment

2009 was transition year as the U.S economy began to stabilize

although unemployment continued to rise Gross Domestic Product which

fell sharply in the first quarter and continued to decline in the second

quarter rebounded in the second half of the year but remained well below

its earlier expansion peak level Consumer spending which had declined

sharply in the second half of 2008 rose modestly in each quarter of

2009 and received boost from the U.S governments Cash-for-Clunkers

auto subsidies in the third quarter Consumer spending remained tenta

tive as households saved more and paid down debt After reaching lows

in January housing activity increased compared to 2008 as home sales

and new housing starts rose through the year lifting residential con

struction Nevertheless large inventories of unsold homes and the

net client assets Additionally we are global leader in corporate and

investment banking and trading across broad range of asset classes

serving corporations governments institutions and individuals around the

world On July 2008 we acquired Countrywide Financial Corporation

Countrywide significantly expanding our mortgage origination and servic

ing capabilities making us leading mortgage originator and servicer

As of December 31 2009 we currently operate in all 50 states the Dis

trict of Columbia and more than 40 foreign
countries In addition our retail

banking footprint covers approximately 80 percent of the U.S population and

in the U.S we serve approximately 59 million consumer and small business

relationships with approximately 6000 banking centers more than 18000

ATM5 nationwide call centers and leading online and mobile banking plat

forms We have banking centers in 12 of the 15 fastest growing states and

have leadership positions in eight of those states We offer industry-leading

support to approximately four million small business owners

The following table provides selected consolidated financial data for

2009 and 2008

increase in foreclosures continued to weigh heavily on the housing sector

Businesses cut production inventories employment and capital

spending aggressively in response to the financial crisis in late 2008

continuing into 2009 Production and capital spending fell in the first half

of the year inventories declined for the first three quarters and employ

ment declined through the entire year although at progressively lower

rate U.S exports increased in the second half of the year reflecting
the

rebound of certain international economies following the global recession

Despite the modest growth in product demand and output in the second

half of the year job layoffs mounted and the unemployment rate

increased to over 10 percent in the fourth quarter the highest since the

early 198Os Producing more with fewer workers drove improvement in

labor productivity boosting profits in the second half of the year

Table Selected Financial Data

Dollars in millions except per share information

2009 2008

Income statement

Revenue net of interest expense FTE basis
120944 73976

Net income
6276 4008

Diluted earnings loss per common share
0.29 0.54

Average diluted common shares issued and outstanding in millions
7729 4596

Dividends paid per common share
0.04 2.24

Performance ratios

Return on average assets

Return on average tangible shareholders equity
11

Efficiency ratio FTE basis

0.26%

4.18

55.16

0.22%

5.19

56.14

Balance sheet at year end

Total loans and leases
900128 931446

Total assets
2223299 1817943

Total deposits
991611 882997

Total common shareholders equity
194236 139351

Total shareholders equity
231444 177052

Common_shares issued and outstanding in millions
8650 5017

Asset quality

Allowance for loan and lease losses
37200 23071

Nonperforming loans leases and foreclosed properties
35747 18212

Allowance for loan and lease losses as percentage of total nonperforming loans and leases 111% 141%

Net charge-offs
33688 16231

Net charge-offs as percentage of average loans and leases outstanding
3.58% 1.79%

Capital
ratios

Tier common
7.81% 4.80%

Tier
10.40 9.15

Total
14.66 13.00

Tier leverage
6.91 6.44

101 Return on aserage tangible shareholders equity and the efficiency ratio are non-GkhP measures Other companies may define or calculate these measures differently For additisnal information on these ratios and

corresponding reconciliation to 0/tAP financial measures see Supplemental Financial Data beginning on page 37
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The Board of Governors of the Federal Reserve System Federal

Reserve lowered the federal funds rate to close to zero percent early in

the first quarter and in mid-March announced program of quantitative

easing in which it purchased U.S Treasuries mortgage-backed securities

MBS and long-term debt of government-sponsored enterprises GSEs
This program contributed to lower mortgage rates generating an increase

in consumer mortgage refinancing which helped homeowners and along

with lower home prices stimulated
activity

in the housing market

In early 2009 the short-term funding markets began to return to

normal and the U.S government began to unwind its alternative liquidity

facilities and loan and asset guarantee programs By mid-year order had

been restored to most financial market sectors The stock market fell

sharply through mid-March but rebounded abruptly triggered in part by

the U.S governments bank stress tests and banks successful capital

raising The stock market rally through year end retraced some of the

losses in household net worth and increased consumer confidence

Our consumer businesses were affected by the economic factors

mentioned above as our Deposits business was negatively impacted by

spread compression Global Card Services was affected as reduced

consumer spending led to lower revenue and higher level of bank

ruptcies led to increased provision for credit losses Home Loans

insurance benefited from the low interest rate environment and lower

home prices driving higher mortgage production income however higher

unemployment and falling home values drove increases in the provision

for credit losses In addition the factors mentioned above negatively

impacted growth in the consumer loan portfolio including credit card and

real estate

Global Banking felt the impact of the above economic factors as busi

nesses paid down debt reducing loan balances In addition the commer

cial portfolio within Global Banking declined due to further reductions in

spending by businesses as they sought to increase liquidity and the

resurgence of capital markets which allowed corporate clients to issue

bonds and equity to replace loans as source of funding The commer

cial real estate and commercial domestic portfolios experienced higher

net charge-offs reflecting deterioration across broad range of industries

property types and borrowers In addition to increased net charge-offs

nonperforming loans leases and foreclosed properties and commercial

criticized utilized exposures were higher which contributed to increased

reserves across most portfolios during the year

Capital markets conditions showed some signs of improvement during

2009 and Global Markets took advantage of the favorable trading

environment Market dislocations that occurred throughout 2008 con

tinued to impact our results in 2009 although to lesser extent as we

experienced reduced write-downs on legacy assets compared to the
prior

year During 2009 our credit spreads improved driving negative credit

valuation adjustments on the Corporations derivative liabilities recorded

in Global Markets and on Merrill Lynch structured notes recorded in All

Other

GWIM also benefited from the improvement in capital markets driving

growth in client assets resulting in increased fees and brokerage

commissions In addition we continued to provide support to certain cash

funds during 2009 although to lesser extent than in the prior year As of

December 31 2009 all capital commitments to these cash funds had

been terminated and the funds no longer hold investments in structured

investment vehicles SIV5
On going forward basis the continued weakness in the global

economy and recent and proposed regulatory changes will continue to

affect many of the markets in which we do business and may adversely

impact our results for 2010 The impact of these conditions is dependent

upon the timing degree and sustainability of the economic recovery

Regulatory Overview

In November 2009 the Federal Reserve issued amendments to Regu

lation which implement the Electronic Fund Transfer Act Regulation

The new rules have compliance date of July 2010 These

amendments change among other things the way we and other banks

may charge overdraft fees by limiting our ability to charge an overdraft

fee for ATM and one-time debit card transactions that overdraw

consumers account unless the consumer affirmatively consents to the

banks payment of overdrafts for those transactions Changes to our

overdraft practices will negatively impact future service charge revenue

primarily in Deposits

On May 22 2009 the Credit Card Accountability Responsibility and

Disclosure Act of 2009 CARD Act was signed into law The majority of

the CARD Act provisions became effective in February 2010 The CARD

Act
legislation contains comprehensive credit card reform related to credit

card industry practices including significantly restricting banks ability to

change interest rates and assess fees to reflect individual consumer risk

changing the way payments are applied and requiring changes to

consumer credit card disclosures Under the CARD Act banks must give

customers 45 days notice prior to change in terms on their account and

the grace period for credit card payments changes from 14 days to 21

days The CARD Act also requires banks to review any accounts that were

repiced since January 2009 for possible rate reduction As

announced in October 2009 we did not increase interest rates on con

sumer card accounts in response to provisions in the CARD Act
prior to

its effective date unless the customers account fell past due or was

based on variable interest rate Within Global Card Services the provi

sions in the CARD Act are expected to negatively impact net interest

income due to the restrictions on our ability to reprice credit cards based

on risk and card income due to restrictions imposed on certain fees

In July 2009 the Basel Committee on Banking Supervision released

consultative document entitled Revisions to the Basel II Market Risk

Framework that would
significantly

increase the capital requirements for

trading book activities if adopted as proposed The proposal recom

mended implementation by December 31 2010 but regulatory agencies

are currently evaluating the proposed rulemaking and related impacts

before establishing final rules As result we cannot determine the

implementation date or the final
capital impact

In December 2009 the Basel Committee on Banking Supervision

issued consultative document entitled Strengthening the Resilience of

the Banking Sector If adopted as proposed this could increase sig

nificantly
the aggregate equity that bank holding companies are required

to hold by disqualifying certain instruments that previously have qualified

as Tier capital In addition it would increase the level of risk-weighted

assets The proposal could also increase the capital charges imposed on

certain assets potentially making certain businesses more expensive to

conduct Regulatory agencies have not opined on the proposal for

implementation We continue to assess the potential impact of the pro

posal

As result of the financial crisis the financial services industry is

facing the
possibility of legislative and regulatory changes that would

impose significant adverse changes on its ability to serve both retail and

wholesale customers proposal is currently being considered to levy

tax or fee on financial institutions with assets in excess of $50 billion to

repay the costs of TARP although the proposed tax would continue even

after those costs are repaid If enacted as proposed the tax could sig

nificantly affect our earnings either by increasing the costs of our

liabilities or causing us to reduce our assets It remains uncertain

whether the tax will be enacted to whom it would apply or the amount of

the tax we would be required to pay It is also unclear the extent to which

the costs of such tax could be recouped through higher pricing
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In addition various proposals for broad-based reform of the financial

regulatory system are pending majority of these proposals would not

disrupt our core businesses but proposal could ultimately be adopted

that adversely affects certain of our businesses The proposals would

require divestment of certain proprietary trading activities or limit private

equity investments Other proposals which include limiting the scope of

an institutions derivatives activities or forcing certain derivatives activ

ities to be traded on exchanges would diminish the demand for and prof

itability of certain businesses Several other proposals would require

issuers to retain unhedged interests in any asset that is securitized

potentially severely restricting
the secondary market as source of fund

ing for consumer or commercial lending There are also numerous pro

posals pending on how to resolve failed systemically important

institution In light
of the current regulatory environment one ratings

agency has placed Bank of America and certain other banks on negative

outlook and therefore adoption of such provisions may adversely affect

our access to credit markets It remains unclear whether any of these

proposals will ultimately be enacted and what form they may take

For additional information on these items refer to Item 1A Risk

Factors of this Annual Report on Form 10-K

Performance Overview

Net income was $6.3 billion in 2009 compared with $4.0 billion in

2008 Including preferred stock dividends and the impact from the

repayment of the U.S governments $45.0 billion preferred stock invest

ment in the Corporation under the Troubled Asset Relief Program TARP

income applicable to common shareholders was net loss of $2.2 bil

lion or $0.29 per diluted share Those results compared with 2008 net

income applicable to common shareholders of $2.6 billion or $0.54 per

diluted share

Revenue net of interest expense on fully taxable-equivalent FTE

basis rose to $120.9 billion representing 63 percent increase from

$74.0 billion in 2008 reflecting in part the addition of Merrill Lynch and

the full-year impact of Countrywide

Net interest income on FTE basis increased to $48.4 billion com

pared with $46.6 billion in 2008 The increase was the result of favor

able rate environment improved hedge results and the acquisitions of

Countrywide and Merrill Lynch offset in part by lower asset and liability

management ALM portfolio levels lower consumer loan balances and an

increase in nonperforming loans The net interest yield narrowed 33 basis

points bps to 2.65 percent

Noninterest income rose to $72.5 billion compared with $27.4 billion

in 2008 Higher trading account profits equity investment income

investment and brokerage services fees and investment banking income

reflected the addition of Merrill Lynch while higher mortgage banking and

insurance income reflected the full-year impact of Countrywide Gains on

sales of debt securities increased driven by sales of agency MBS and

collateralized mortgage obligations CMOs Equity investment income

benefited from pre-tax gains of $7.3 billion related to the sale of portions

of our investment in China Construction Bank CCB and pre-tax gain of

$1.1 billion on our investment in BlackRock Inc BlackRock In addition

trading account profits benefited from decreased write-downs on legacy

assets of $6.5 billion compared to the prior year The other income loss

category included $3.8 billion gain from the contribution of our mer

chant processing business to joint venture This was partially offset by

decline in card income of $5.0 billion mainly due to higher credit losses

on securitized credit card loans and lower fee income In addition non-

interest income was negatively impacted by $4.9 billion in net losses

mostly related to credit valuation adjustments on the Merrill Lynch struc

tured notes

The provision for credit losses was $48.6 billion an increase of

$21.7 billion compared to 2008 reflecting deterioration in the economy

and housing markets which drove higher credit costs in both the

consumer and commercial portfolios Higher reserve additions resulted

from further deterioration in the purchased impaired consumer portfolios

obtained through acquisitions broad-based deterioration in the core

commercial portfolio and the impact of deterioration in the housing mar

kets on the residential mortgage portfolio

Noninterest expense increased to $66.7 billion compared with $41.5

billion in 2008 Personnel costs and other general operating expenses

rose due to the addition of Merrill Lynch and the full-year impact of Coun

trywide Pre-tax merger and restructuring charges rose to $2.7 billion from

$935 million year earlier due to the acquisition of Merrill Lynch

For the year we recognized tax benefit of $1.9 billion compared with

tax expense of $420 million in 2008 The decrease in tax expense was

due to certain tax benefits as well as shift in the geographic mix of the

Corporations earnings driven by the addition of Merrill Lynch

TARP Repayment
In efforts to help stabilize financial institutions in October 2008 the U.S

Department of the Treasury U.S Treasury created the TARP to invest in

certain eligible
financial institutions in the form of non-voting senior pre

ferred stock We participated in the TARP by issuing to the U.S Treasury

non-voting perpetual preferred stock TARP Preferred Stock and warrants

for total of $45.0 billion On December 2009 the Corporation

received approval from the U.S Treasury and the Federal Reserve to

repay the $45.0 billion investment In accordance with the approval on

December 2009 we repurchased all shares of the TARP Preferred

Stock by using $25.7 billion from excess liquidity
and $19.3 billion in

proceeds from the sale of 1.3 billion units of Common Equivalent Secu

rities CES valued at $15.00 per unit In addition the Corporation agreed

to increase equity by $3.0 billion through asset sales in 2010 and

approximately $1.7 billion through the issuance in 2010 of restricted

stock in lieu of portion of incentive cash compensation to certain of the

Corporations associates as part of their 2009 year-end performance

award As result of repurchasing the TARP Preferred Stock the Corpo

ration accelerated the remaining accretion of the issuance discount on

the TARP Preferred Stock of $4.0 billion and recorded corresponding

charge to retained earnings and income loss applicable to common

shareholders in the calculation of diluted earnings per common share

While participating in the TARP we recorded $7.4 billion in dividends and

accretion including $2.7 billion in cash dividends and $4.7 billion of

accretion on the TARP Preferred Stock the remaining accretion of $4.0

billion was included as part of the $45.0 billion cash

payment Repayment will save us approximately $3.6 billion in annual

dividends including $2.9 billion in cash and $720 million of discount

accretion At the time we repurchased the TARP Preferred Stock we did

not repurchase the related warrants The U.S Treasury recently

announced its intention to auction during March 2010 these warrants

We issued the CES which qualify as Tier common capital because

we did not have sufficient number of authorized common shares available

for issuance at the time we repaid the TARP Preferred Stock Each CES

consisted of one depositary share representing 1/1000th interest in

share of our Common Equivalent Junior Preferred Stock Series Common

Equivalent Stock and contingent warrant to purchase 0.0467 of share

of our common stock for purchase price of $0.01 per share The Corpo

ration held special meeting of shareholders on February 23 2010 at

which we obtained stockholder approval of an amendment to our amended

and restated certificate of incorporation to increase the number of

authorized shares of our common stock and following the effective date of

the amendment on February 24 2010 the Common Equivalent Stock

converted in full into our common stock and the contingent warrants

expired without having become exercisable and the CES ceased to exist
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Recent Accounting Developments
On January 2010 the Corporation adopted new Financial Accounting

Standards Board FASB guidance that results in the consolidation of enti

ties that were off-balance sheet as of December 31 2009 The adoption

of this new accounting guidance resulted in net incremental increase in

assets on January 2010 on preliminary basis of $100 billion includ

ing $70 billion resulting from consolidation of credit card trusts and $30

billion from consolidation of other special purpose entities including multi-

Segment Results

seller conduits These preliminary amounts are net of retained interests in

securitizations held on our balance sheet and an $11 billion increase in

the allowance for loan losses the majority of which relates to credit card

receivables This increase in the allowance for loan losses was recorded

on January 2010 as charge net-of-tax to retained earnings for the

cumulative effect of the adoption of this new accounting guidance Initial

recording of these assets and related allowance and liabilities on the

Corporations balance sheet had no impact on results of operations

Table Business Segment Results

Total Revenue Net Income Loss

Dollars in millions 2009 2008 2009 2008

Deposits 14008 $17840 2506 5512

Global Card Services 29342 31220 5555 1234

Home Loans Insurance 16902 9310 3838 2482
Global Banking 23035 16796 2969 4472

Global Markets 20626 3831 7177 4916
Global Wealth Investment Management 18123 7809 2539 1428

All Other 1092 5168 478 1240

Total FTE basis 120944 73976 6276 4008

FTE adjustment 1301 1194

Total Consolidated $119643 $72782 6276 4008

111 Total renenae is set of interest expense and is on FTE basis for the business segments and All Other

121 Global Card Services is presented on managed basis with corresponding offset recnrded in All Other

Deposits net income narrowed due to declines in net revenue and

increased noninterest expense Net revenue declined mainly due to

lower net interest income allocation from ALM activities and spread

compression as interest rates declined This decrease was partially
offset

by growth in average deposits on strong organic growth and the migration

of certain client deposits from GWIM
partially offset by an expected

decline in higher-yielding Countrywide deposits Noninterest expense

increased as result of higher Federal Deposit Insurance Corporation

FDIC insurance and special assessment costs

Global Card Services reported net loss as credit costs continued to

rise
reflecting

weak economies in the U.S Europe and Canada Managed

net revenue declined mainly due to lower fee income driven by changes in

consumer retail purchase and payment behavior in the current economic

environment and the absence of one-time gains that positively inipacted

2008 results The decline was partially offset by higher net interest

income as lower funding costs outpaced the decline in average managed

loans Provision for credit losses increased as economic conditions led to

higher losses

Home Loans Insurance net loss widened as higher credit costs

continued to negatively impact results Net revenue and noninterest

expense increased primarily driven by the full-year impact of Countrywide

and higher loan production from increased refinance activity Provision for

credit losses increased driven by continued economic and housing market

weakness combined with further deterioration in the purchased impaired

portfolio

Global Banking net income declined as increases in revenue driven by

strong deposit growth the impact of the Merrill Lynch acquisition and

favorable market conditions for debt and equity issuances were more

than offset by increased credit costs Provision for credit losses

increased driven by higher net charge-offs and reserve additions in the

commercial real estate and commercial domestic portfolios These

increases reflect deterioration across broad range of property types

industries and borrowers Noninterest expense increased as result of

the Merrill Lynch acquisition and higher FDIC insurance and special

assessment costs

Global Markets net income increased driven by the addition of Merrill

Lynch and more favorable trading environment Net revenue increased

due to improved market conditions and new issuance capabilities due to

the addition of Merrill Lynch driving increased fixed income currency and

commodity and equity revenues In addition improved market conditions

led to significantly lower write-downs on legacy assets compared with the

prior year

GWIM net income increased driven by the addition of Merrill Lynch

partially offset by lower net interest income allocation from ALM activ

ities the migration of client balances to Deposits and Home Loans

Insurance lower average equity market levels and higher credit costs Net

revenue more than doubled as result of higher investment and broker

age services income due to the addition of Merrill Lynch the gain on our

investment in BlackRock and the lower level of support we provided for

certain cash funds Provision for credit losses increased driven by higher

net charge-offs in the consumer real estate and commercial portfolios

All Other net income increased driven by higher equity investment

income and increased gains on the sale of debt securities partially
offset

by negative credit valuation adjustments on certain Merrill Lynch struc

tured notes as credit spreads improved Results were also impacted by

lower other-than-temporary impairment charges primarily related to

non-agency CMOs Excluding the securitization impact to show Global

Card Services on managed basis the provision for credit losses

increased due to higher credit costs related to our ALM residential mort

gage portfolio
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Financial Highlights

Net Interest Income

Net interest income on FTE basis increased $1.9 billion to $48.4 billion

for 2009 compared to 2008 The increase was driven by the improved

interest rate environment improved hedge results the acquisitions of

Countrywide and Merrill Lynch the impact of new draws on previously

securitized accounts and the contribution from market-based net interest

income related to our Global Markets business which benefited from the

Merrill Lynch acquisition These items were partially offset by the impact

of deleveraging the ALM portfolio earlier in 2009 lower consumer loan

levels and the adverse impact of nonperforming loans The net interest

yield on FTE basis decreased 33 bps to 2.65 percent for 2009 com

pared to 2008 due to the factors related to the core businesses as

described above For more information on net interest income on FTE

basis see Tables and Il beginning on page 107

Noninterest Income

Table Noninterest Income

Dollars in mIlions 2009 2008

Card income 8353 $13314

SeMce charges 11038 10316

Investment and brokerage services 11919 4972

Investment banking income 5551 2263

Equity investment income 10014 539

Trading account profits losses 12235 5911
Mortgage banking income 8791 4087

Insurance income 2760 1833

Gains on sales of debt securities 4723 1124

Other income loss 14 1654
Net impairment losses recognized in earnings on

available-for-sale debt securities 2836 3461

Total noninterest income $72534 $27422

Noninterest income increased $45.1 billion to $72.5 billion in 2009

compared to 2008

Card income on held basis decreased $5.0 billion primarily due to

higher credit losses on securitized credit card loans and lower fee

income which was driven by changes in consumer retail purchase and

payment behavior in the current economic environment

Service charges grew $722 million due to the acquisition of Merrill Lynch

Investment and brokerage services increased $6.9 billion primarily due

to the acquisition of Merrill Lynch partially offset by the impact of lower

valuations in the equity markets driven by the market downturn in the

fourth quarter of 2008 which improved modestly in 2009 and net

outflows in the cash funds

Investment banking income increased $3.3 billion due to higher debt

equity and advisory fees
reflecting

the increased size of the investment

banking platform from the acquisition of Merrill Lynch

Equity investment income increased $9.5 billion driven by $7.3 billion in

gains on sales of portions of our CCB investment and $1.1 billion gain

related to our BlackRock investment The results were partially
offset by

the absence of the Visa-related gain recorded during the
prior year

Trading account profits losses increased $18.1 billion
primarily

driven

by favorable core trading results and reduced write-downs on legacy

assets partially offset by negative credit valuation adjustments on

derivative liabilities of $801 million due to improvement in the Corpo

rations credit spreads

Mortgage banking income increased $4.7 billion driven by high6r pro

duction and servicing income of $3.2 billion and $1.5 billion These

increases were primarily due to increased volume as result of the full-

year impact of Countrywide and higher refinance activity partially
offset

by lower MSR results net of hedges

Insurance income increased $927 million due to the full-year impact of

Countrywides property and casualty businesses

Gains on sales of debt securities increased $3.6 billion due to the

favorable interest rate environment and improved credit spreads Gains

were primarily
driven by sales of agency MBS and CMOs

The net loss in other decreased $1.6 billion primarily due to the $3.8

billion gain from the contribution of our merchant processing business

to joint venture reduced support provided to cash funds and lower

write-downs on legacy assets offset by negative credit valuation

adjustments recorded on Merrill Lynch structured notes of $4.9 billion

Net impairment losses recognized in earnings on available-for-sale

AFS debt securities decreased $625 mif ion driven
iy

lower collateral

ized debt obligation CDO related impairment losses partially offset by

higher impairment losses on non-agency CMOs

Provision for Credit Losses

The provision for credit losses increased $21.7 billion to $48.6 billion for

2009 compared to 2008

The consumer portion of the provision for credit losses increased

$15.1 billion to $36.9 billion for 2009 compared to 2008 The increase

was driven by higher net charge-offs in our consumer real estate

consumer credit card and consumer lending portfolios reflecting
deterio

ration in the economy and housing markets In addition to higher net

charge-offs the provision increase was also driven by higher reserve addi

tions for deterioration in the purchased impaired and residential mortgage

portfolios new draws on previously securitized accounts as well as an

approximate $800 million addition to increase the reserve coverage to

approximately 12 months of charge-offs in consumer credit card These

increases were partially offset by lower reserve auditions in our

unsecured domestic consumer lending portfolios resulting from improved

delinquencies and in the home equity portfolio due to the slowdown in the

pace of deterioration In the Countrywide and Merrill Lynch consumer

purchased impaired portfolios the additions to reserves to reflect further

reductions in expected principal cash flows were $3.5 billion in 2009

compared to $750 million in 2008 The increase was primarily related to

the home equity purchased impaired portfolio

The commercial portion of the provision for credit losses including the

provision for unfunded lending commitments increased $6.7 billion to

$11.7 billion for 2009 compared to 2008 The increase was driven by

higher net charge-offs and higher additions to the reserves in the

commercial real estate and commercial domestic portfolios reflecting

deterioration across broad range of property types industries and bor

rowers These increases were partially offset by lower reserve additions in

the small business portfolio due to improved delinquencies

Net charge-offs totaled $33.7 billion or 3.58 percent of average loans

and leases for 2009 compared with $16.2 billion or 1.79 percent for

2008 The increased level of net charge-offs is result of the same fac

tors noted above
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Noninterest Expense

Table Noninterest Expense

Dollars in millions 2009 2008

Personnel $31528 $18371

Occupancy 4906 3626

Equipment 2455 1655

Marketing 1933 2368
Professional fees 2281 1592

Amortization of intangibles 1978 1834

Data processing 2500 2546

Telecommunications 1420 1106

Other general operating 14991 7496

Merger and restructuring charges 2721 935

Tota noninterest expense $66713 $41529

Noninterest expense increased $25.2 billion to $66.7 billion for 2009

compared to 2008 Personnel costs and other general operating

expenses rose due to the addition of Merrill Lynch and the full-year

impact of Countrywide Personnel expense rose due to increased revenue

and the impacts of Merrill Lynch and Countrywide partially offset by

change in compensation that delivers greater portion of incentive pay

over time Additionally noninterest expense increased due to higher liti

gation costs compared to the prior year $425 million pre-tax charge to

pay the U.S government to terminate its asset guarantee term sheet and

higher FDIC insurance costs including $724 million special assessment

in 2009

Income Tax Expense

Income tax benefit was $1.9 billion for 2009 compared to expense of

$420 million for 2008 and resulted in an effective tax rate of

44.0 percent compared to 9.5 percent in the
prior year The change in

the effective tax rate from the
prior year was due to increased permanent

tax preference items as well as shift in the geographic mix of our earn

ings driven by the addition of Merrill Lynch Significant permanent tax

preference items for 2009 included the reversal of part of valuation

allowance provided for acquired capital loss carryforward tax benefits

annually recurring tax-exempt income and tax credits loss on certain

foreign subsidiary stock and the effect of audit settlements

We acquired with Merrill Lynch deferred tax asset related to

federal capital loss carryforward against which valuation allowance was

recorded at the date of acquisition In 2009 we recognized substantial

capital gains against which portion of the capital loss carryforward was

utilized

The income of certain foreign subsidiaries has not been subject to

U.S income tax as result of long-standing deferral provisions applicable

to active finance income These provisions expired for taxable years

beginning on or after January 2010 On December 2009 the U.S

House of Representatives passed bill that would have extended these

provisions as well as certain other expiring tax provisions through

December 31 2010 Absent an extension of these provisions this active

financing income earned by foreign subsidiaries after January 2010 will

generally be subject to tax provision that considers the incremental U.S

income tax The impact of the expiration of these provisions would

depend upon the amount composition and geographic mix of our future

earnings and could increase our annual income tax expense by up to

$1.0 billion For more information on income tax expense see Note 19

Income Taxes to the Consolidated Financial Statements
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Balance Sheet Analysis

Table Selected Balance Sheet Data

December 31 Average Balance

Dollars in millions
2009 2008 2009 2008

Assets

Federal funds sold and securities borrowed or purchased under agreements to resell 189933 82478 235764 128053

Trading account assets 182206 134315 217048 186579

Debt securities 311441 277589 271048 250551

Loans and leases 900128 931446 948805 910878

All other assets 11 639591 392115 764852 367918

Total assets $2223299 $1817943 $2437517 $1843979

Liabilities

Deposits 991611 882997 980966 831144

Federal funds purchased and securities loaned or sold under agreements to repurchase 255185 206598 369863 272981

Trading account liabilities 65432 51723 72207 72915

Commercial paper and other short-term borrowings 69524 158056 118781 182729

Long-term debt 438521 268292 446634 231235

All other liabilities 171582 73225 204421 88144

Total liabilities 1991855 1640891 2192872 1679148

Shareholders equity
231444 177052 244645 164831

Total liabilities and shareholders equity
$2223299 $1817943 $2437517 $1843979

ll All othen asset ore pnesented net of allowance fan loan and lease losses fon the yean-end and aaenage balances

At December 31 2009 total assets were $2.2 trillion an increase of

$405.4 billion or 22 percent from December 31 2008 Average total

assets in 2009 increased $593.5 billion or 32 percent from 2008 The

increases in year-end and average total assets were primarily attributable

to the acquisition of Merrill Lynch which impacted virtually all categories

but particularly
federal funds sold and securities borrowed or purchased

under agreements to resell trading account assets and debt securities

Cash and cash equivalents which are included in all other assets in the

table above increased due to our strengthened liquidity and capital posi

tion Partially offsetting these increases was decrease in year-end loans

and leases primarily attributable to customer payments reduced demand

and charge-offs

At December 31 2009 total liabilities were $2.0 trillion an increase

of $351.0 billion or 21 percent from December 31 2008 Average total

liabilities for 2009 increased $513.7 billion or 31 percent from 2008

The increases in year-end and average total liabilities were attributable to

the acquisition of Merrill Lynch which impacted virtually
all categories but

particularly
federal funds purchased and securities loaned or sold under

agreements to repurchase long-term debt and other liabilities In addition

to the impact of Merrill Lynch deposits increased as we benefited from

higher savings and movement into more liquid products due to the low

rate environment Partially offsetting these increases was decrease in

commercial paper and other short-term borrowings due in part to lower

Federal Home Loan Bank FHLB borrowings

Federal Funds Sold and Securities Borrowed or

Purchased Under Agreements to Resell

Federal funds transactions involve lending reserve balances on short-

term basis Securities borrowed and securities purchased under agree

ments to resell are utilized to accommodate customer transactions earn

interest rate spreads and obtain securities for settlement Year-end and

average federal funds sold and securities borrowed or purchased under

agreements to resell increased $107.5 billion and $107.7 billion in

2009 attributable primarily to the acquisition of Merrill Lynch

Trading Account Assets

Trading account assets consist primarily of fixed income securities

including government and corporate debt equity and convertible instru

ments Year-end and average trading account assets increased $47.9

billion and $30.5 billion in 2009 attributable primarily to the acquisition

of Merrill Lynch

Debt Securities

Debt securities include U.S Treasury and agency securities MBS princi

pally agency MBS foreign bonds corporate bonds and municipal debt

We use the debt securities portfolio primarily to manage interest rate and

liquidity
risk and to take advantage of market conditions that create more

economically attractive returns on these investments The year-end and

average balances of debt securities increased $33.9 billion and $20.5

billion from 2008 due to net purchases of securities and the impact of

the acquisition of Merrill Lynch For additional information on our AFS debt

securities see Market Risk Management Securities beginning on page

96 and Note Securities to the Consolidated Financial Statements

Loans and Leases

Year-end loans and leases decreased $31.3 billion to $900.1 billion in

2009 compared to 2008 primarily due to lower commercial loans as the

result of customer payments and reduced demand lower customer

merger and acquisition activity and net charge-offs partially
offset by the

addition of Merrill Lynch Average loans and leases increased $37.9 bil

lion to $948.8 billion in 2009 compared to 2008 primarily
due to the

addition of Merrill Lynch and the full-year impact of Countrywide The

average consumer loan portfolio increased $24.4 billion due to the addi

tion of Merrill Lynch domestic and foreign securities-based lending margin

loans Merrill Lynch consumer real estate balances and the full-year

impact of Countrywide partially
offset by lower balance sheet retention

sales and conversions of residential mortgages into retained MBS and

net charge-offs The average commercial loan and lease portfolio

increased $13.5 billion primarily due to the acquisition of Merrill Lynch

For more detailed discussion of the loan portfolio see Credit Risk

Management beginning on page 66 and Note Outstanding Loans and

Leases to the Consolidated Financial Statements
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All Other Assets

Year-end and average all other assets increased $247.5 billion and

$396.9 billion at December 31 2009 driven primarily by the acquisition

of Merrill Lynch which impacted various line items including derivative

assets In addition the increase was driven by higher cash and cash

equivalents due to our strengthened liquidity
and capital position

Deposits

Year-end and average deposits increased $108.6 billion to $991.6 billion

and $149.8 billion to $981.0 billion in 2009 compared to 2008 The

increases were in domestic interest-bearing deposits and noninterest

bearing deposits Partially offsetting these increases was decrease in

foreign interest-bearing deposits We categorize our deposits as core and

market-based deposits Core deposits exclude negotiable CDs public

funds other domestic time deposits and foreign interest-bearing depos

its Average core deposits increased $164.4 billion or 24 percent to

$861.3 billion in 2009 compared to 2008 The increase was attributable

to growth in our average NOW and money market accounts and IRAs and

noninterest-bearing deposits due to higher savings the consumer

flight-to-safety
and movement into more liquid products due to the low

rate environment Average market-based deposit funding decreased

$14.6 billion to $119.7 billion in 2009 compared to 2008 due primarily

to decrease in deposits in banks located in foreign countries

Federal Funds Purchased and Securities Loaned or Sold

Under Agreements to Repurchase

Federal funds transactions involve borrowing reserve balances on shoft

term basis Securities loaned and securities sold under agreements to

repurchase are collateralized financing transactions utilized to accom

modate customer transactions earn interest rate spreads and finance

inventory positions Year-end and average federal funds purchased and

securities loaned or sold under agreements to repurchase increased

$48.6 billion and $96.9 billion primarily due to the Merrill Lynch acquis

ition

Trading Account Liabilities

Trading account liabilities consist primarily of short positions in fixed

income securities including government and corporate debt equity and

convertible instruments Year-end trading account liabilities increased

$13.7 billion in 2009 attributable primarily to increases in equity secu

rities and foreign sovereign debt

Commercial Paper and Other Short-term Borrowings

Commercial paper and other short-term borrowings provide funding

source to supplement deposits in our ALM strategy Year-end and average

commercial paper and other short-term borrowings decreased $88.5 bil

lion to $69.5 billion and $63.9 billion to $118.8 billion in 2009 com

pared to 2008 due in part to lower FHLB balances as result of our

strong liquidity position

Long-term Debt

Year-end and average long-term debt increased $170.2 billion to $438.5

billion and $215.4 billion to $446.6 billion in 2009 compared to 2008

The increases were attributable to issuances and the addition of long-

term debt associated with the Merrill Lynch acquisition For additional

information on long-term debt see Note 13 Long-term Debt to the

Consolidated Financial Statements

All Other Liabilities

Year-end and average all other liabilities increased $98.4 billion and

$116.3 billion at December 31 2009 driven primarily by the acquisition

of Merrill Lynch which impacted various line items including derivative

liabilities

Shareholders Equity

Year-end and average shareholders equity increased $54.4 billion and

$79.8 billion due to common stock offering of $13.5 billion $29.1 bil

lion of common and preferred stock issued in connection with the Merrill

Lynch acquisition the issuance of CES of $19.2 billion an increase in

accumulated other comprehensive income OCI and net income These

increases were partially offset by repayment of TARP Preferred Stock of

$45.0 billion $30.0 billion of which was issued in early 2009 and higher

preferred stock dividend payments The increase in accumulated OCl was

due to unrealized gains on AFS debt and marketable equity securities

Average shareholders equity was also impacted by the issuance of pre

ferred stock and common stock warrants of $30.0 billion in early 2009

This preferred stock was part of the TARP repayment in December 2009
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Table Five Year Summary of Selected Financial Data

Dollars in millions except per share information 2009 2008 2007 2006 2005

Income statement

Net interest income 47109 45360 34441 34594 30737

Noninterest income 72534 27422 32392 38182 26438

Total revenue net of interest expense 119643 72782 66833 72776 57175

Provision for credit losses 48570 26825 8385 5010 4014

Noninterest expense before merger and restructuring charges 63992 40594 37114 34988 28269

Merger and restructuring charges 2721 935 410 805 412

Income before income taxes 4360 4428 20924 31973 24480

Income tax expense benefit 1916 420 5942 10840 8015

Net income 6276 4008 14982 21133 16465

Net income loss applicable to common shareholders 2204 2556 14800 21111 16447

Average common shares issued and outstanding in thousands 7728570 4592085 4423579 4526637 4008688

Average diluted common shares issued and outstanding in

thousands 7728570 4596428 4463213 4580558 4060358

Performance ratios

Return on average assets 0.26% 0.22% 0.94% 1.44% 1.30%

Return on average common shareholders equity n/rn 1.80 11.08 16.27 16.51

Return on average tangible common shareholders equity
111

n/rn
4.72 26.19 38.23 31.80

Return on average tangible shareholders equity
4.18 5.19 25.13 37.80 31.67

Total ending equity to total ending assets 10.41 9.74 8.56 9.27 7.86

Total average equity to total average assets 10.04 8.94 8.53 8.90 7.86

Dividend payout n/rn n/rn 72.26 45.66 46.61

Per common share data

Earnings loss 0.29 0.54 3.32 4.63 4.08

Diluted earnings loss 0.29 0.54 3.29 4.58 4.02

Dividends paid
0.04 2.24 2.40 2.12 1.90

Book value 21.48 27.77 32.09 29.70 25.32

Tangible book value 11.94 10.11 12.71 13.26 13.51

Market price per share of common stock

Closing
15.06 14.08 41.26 53.39 46.15

High closing
18.59 45.03 54.05 54.90 47.08

Low closing 3.14 11.25 41.10 43.09 41.57

Market capitalization 130273 70645 183107 238021 184586

Average balance sheet

Total loans and leases 948805 910878 776154 652417 537218

Total assets 2437517 1843979 1602073 1466681 1269892

Total deposits 980966 831144 717182 672995 632432

Long-term debt 446634 231235 169855 130124 97709

Common shareholders equity 182288 141638 133555 129773 99590

Total shareholders equity 244645 164831 136662 130463 99861

1.76

Capital ratios year end

Risk-based capital

Tier common 7.81% 4.80% 4.93% 6.82% 6.80%

Tier 10.40 9.15 6.87 8.64 8.25

Total 14.66 13.00 11.02 11.88 11.08

Tier leverage 6.91 6.44 5.04 6.36 5.91

Tangible equity
11 6.42 5.11 3.73 4.47 4.36

Tangible common equity 5.57 2.93 3.46 4.27 4.34

Asset quality121

Allowance for credit losses 38687 23492 12106 9413

Nonperforming loans leases and foreclosed properties
141 35747 18212 5948 1856

Allowance for loan and lease losses as percentage of total loans

and leases outstanding 4.16% 2.49% 1.33% 1.28%

Allowance for loan and lease losses as percentage of total

nonperforming loans and leases 111 141 207 505

Net charge-offs 33688 16231 6480 4539

Net charge-offs as percentage of average loans and

leases outstanding 3.58% 1.79% 0.84% 0.70%

Nonperlorming loans and leases as percentage of total loans and

leases outstanding 3.75 1.77 0.64 0.25

Nonperforming loans leases and foreclosed properties as

percentage of total loans leases and foreclosed properties
3.98 1.96 0.68 0.26

Ratio of the allowance for loan and lease losses at December31 to

net charge-offs
1.10 1.42 1.79 1.99

8440

1603

1.40%

532

4562

0.85%

0.26

0.28

Ill

Tangible equity ratios and tangible book value per share of corrtmnn stock are non-GAAP measures Other companies may define or calculate these measures differently For additional information on these ratios and

corresponding reconciliation to GAAP financial measures see Supplemental Financial Data beginning on puge 37

121 For more information on the impact nf the purchased impaired loan portfolio on unset quality see Consumer Portfolio Credit Risk Management beginning on page 66 and Commercial Portfolio Credit Risk Management

beginning on page 76

131 Includes the allnwance for loan and lease losses and the reneme for unfunded lending commitments

141 Balances and ratins do not include loans accounted for under the fair value option

n/rn not meaningful
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Supplemental Financial Data

Table provides reconciliation of the supplemental financial data men
tioned below with financial measures defined by generally accepted

accounting principles in the United States of America GAAP Other

companies may define or calculate supplemental financial data differ

ently

We view net interest income and related ratios and analyses i.e effi

ciency ratio and net interest yield on FTE basis Although this is

non-GAAP measure we believe managing the business with net interest

income on FTE basis provides more accurate picture of the interest

margin for comparative purposes To derive the FTE basis net interest

income is adjusted to reflect tax-exempt income on an equivalent

before-tax basis with corresponding increase in income tax expense For

purposes of this calculation we use the federal statutory tax rate of 35

percent This measure ensures comparability of net interest income aris

ing from taxable and tax-exempt sources

As mentioned above certain performance measures including the

efficiency ratio and net interest yield utilize net interest income and thus

total revenue on FTE basis The efficiency ratio measures the costs

expended to generate dollar of revenue and net interest
yield evaluates

how many bps we are earning over the cost of funds During our annual

planning process we set efficiency targets for the Corporation and each

line of business We believe the use of this non-GAAP measure provides

additional clarity in assessing our results Targets vary by year and by

business and are based on variety of factors including maturity of the

business competitive environment market factors and other items e.g
risk appetite

We also evaluate our business based upon ratios that utilize tangible

equity Return on average tangible common shareholders equity meas

ures our earnings contribution as percentage of common shareholders

equity plus CES less goodwill and intangible assets excluding MSRs net

of related deferred tax liabilities Return on average tangible share

holders equity ROTE measures our earnings contribution as percent

age of average shareholders equity reduced by goodwill and intangible

assets excluding MSR5 net of related deferred tax liabilities The tangi

ble common equity ratio represents common shareholders equity plus

CES less goodwill and intangible assets excluding MSR5 net of related

deferred tax liabilities divided by total assets less goodwill and intangible

assets excluding MSR5 net of related deferred tax liabilities The tangi

ble equity ratio represents total shareholders equity less goodwill and

intangible assets excluding MSR5 net of related deferred tax liabilities

divided by total assets less goodwill and intangible assets excluding

MSR5 net of related deferred tax liabilities Tangible book value per

common share represents ending common shareholders equity plus CES

less goodwill and intangible assets excluding MSRs net of related

deferred tax liabilities divided by ending common shares outstanding plus

the number of common shares issued upon conversion of CES These

measures are used to evaluate our use of equity i.e caPital In addi

tion profitability relationship and investment models all use ROTE as

key measures to support our overall growth goals

The aforementioned performance measures and ratios are presented

in Table
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Table Supplemental Financial Data and Reconciliations to GAAP Financial Measures

Dollars in rrrillions shares in thousands

FTE basis data

Net interest income

Total revenue net of interest expense

Net interest yield

Efficiency ratio

2009 2008 2007 2006 2005

48410 46554 36190 35818 31569

120944 73976 68582 74000 58007

2.65% 2.98% 2.60% 2.82% 2.84%

55.16 56.14 54.71 48.37 49.44

Reconciliation of average common shareholders equity to average

tangible common shareholders equity

Common shareholders equity 182288 141638 133555 129773 99590

Common Equivalent Securities 1213

Goodwill 86034 79827 69333 66040 45331

Intangible assets excluding MSR5 12220 9502 9566 10324 3548

Related deferred tax liabilities 3831 1782 1845 1809 1014

Tangible common shareholders equity 89078 $54091 56501 55218 51725

Reconciliation of average shareholders equity to average tangible

shareholders equity

Shareholders equity
244645 164831 136662 130463 99861

Goodwill 86034 79827 69333 66040 45331

Intangible assets excluding MSR5 12220 9502 9566 10324 3548

Related deferred tax liabilities 3831 1782 1845 1809 1014

Tangible shareholders equity
150222 77284 59608 55908 51996

Reconciliation of year end common shareholders equity to year end

tangible common shareholders equity

Common shareholders equity
194236 139351 142394 132421 101262

Common Equivalent Securities 19244

Goodwill 86314 81934 77530 65662 45354

Intangible assets excluding MSR5 12026 8535 10296 9422 3194

Related deferred tax liabilities 3498 1854 1855 1799 1336

Tangible common shareholders equity
118638 50736 56423 59136 54050

Reconciliation of year end shareholders equity to year end tangible

shareholders equity

Shareholders equity
231444 177052 146803 135272 101533

Goodwill 86314 81934 77530 65662 45354

Intangible assets excluding MSR5 12026 8535 10296 9422 3194

Related deferred tax liabilities 3498 1854 1855 1799 1336

Tangible shareholders equity 136602 88437 60832 61987 54321

Reconciliation of year end assets to year end tangible
assets

Assets $2223299 $1817943 $1715746 $1459737 $1291803

Goodwill 86314 81934 77530 65662 45354

Intangible assets excluding MSRs 12026 8535 10296 9422 3194

Related deferred tax liabilities 3498 1854 1855 1799 1336

Tangible assets $2128457 $1729328 $1629775 $1386452 $1244591

Reconciliation of year end common shares outstanding to year end

tangible common shares outstanding

Common shares outstanding 8650244 5017436 4437885 4458151 3999688

Assumed conversion of common equivalent shares 1286000

Tangible common shares outstanding 9936244 5017436 4437885 4458151 3999688
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Core Net Interest Income Managed Basis

We manage core net interest income managed basis which adjusts

reported net interest income on FTE basis for the impact of market-

based activities and certain securitizations net of retained securities As

discussed in the Global Markets business segment section beginning on

page 47 we evaluate our market-based results and strategies on total

market-based revenue approach by combining net interest inconie and

noninterest income for Global Markets We also adjust for loans that we

originated and subsequently sold into credit card securitizations Non-

interest income rather than net interest income and provision for credit

losses is recorded for assets that have been securitized as we are

compensated for servicing the securitized assets and record servicing

income and gains or losses on securitizations where appropriate We

believe the use of this non-GAAP presentation provides additional clarity

in managing our results An analysis of core net interest income man

aged basis core average earning assets managed basis and core net

interest yield on earning assets managed basis which adjust for the

impact of these two non-core items from reported net interest income on

FTE basis is shown below

Business Segment Operations

Segment Description and Basis of Presentation

We report the results of our operations through six business segments

Deposits Global Card Services Home Loans Insurance Global Bank

ing Global Markets and GWIM with the remaining operations recorded in

All Other The Corporation may periodically reclassify business segment

results based on modifications to its management reporting method

ologies and changes in organizational alignment Prior period amounts

have been reclassified to conform to current period presentation

We prepare and evaluate segment results using certain non-GAAP

methodologies and performance measures many of which are discussed

in Supplemental Financial Data beginning on page 37 We begin by evalu

ating the operating results of the segments which by definition exclude

merger and restructuring charges The segment results also reflect cer

tain revenue and expense methodologies which are utilized to determine

Core net interest income on managed basis increased $2.3 billion

to $52.8 billion for 2009 compared to 2008 The increase was driven by

the favorable interest rate environment and the acquisitions of Merrill

Lynch and Countrywide These items were partially
offset by the impact of

deleveraging the ALM portfolio earlier in 2009 lower consumer loan lev

els and the adverse impact of our nonperforming loans For more

information on our nonperforming loans see Credit Risk Management on

page 66

On managed basis core average earning assets increased $130.1

billion to $1.4 trillion for 2009 compared to 2008 primarily due to the

acquisitions of Merrill Lynch and Countrywide partially offset by lower loan

levels and earlier deleveraging of the AFS debt securities portfolio

Core net interest
yield on managed basis decreased 19 bps to 3.69

percent for 2009 compared to 2008 primarily due to the addition of

lower yielding assets from the Merrill Lynch and Countrywide acquisitions

reduced consumer loan levels and the impact of deleveraging the ALM

portfolio earlier in 2009
partially offset by the favorable interest rate

environment

net income The net interest income of the business segments includes

the results of funds transfer pricing process that matches assets and

liabilities with similar interest rate sensitivity and maturity characteristics

Equity is allocated to business segments and related businesses

using risk-adjusted methodology incorporating each segments stand

alone credit market interest rate and operational risk components The

nature of these risks is discussed further beginning on page 56 The

Corporation benefits from the diversification of risk across these compo

nents which is reflected as reduction to allocated equity for each seg

ment Average equity is allocated to the business segments and is

affected by the portion of goodwill that is
specifically assigned to them

For more information on our basis of presentation selected financial

information for the business segments and reconciliations to consolidated

total revenue net income and year-end total assets see Note 23 Busi

ness Segment Infonnation to the Consolidated Financial Statements

Table Core Net Interest Income Managed Basis

Dollars in millions 2009 2008

Net interest income

As reported 48410 46554

Impact of market-based net interest income 6119 49391

Core net interest income
42291 41615

Impact of securitizations 10524 8910

Core net interest income managed basis 52815 50525

Average earning assets

As reported $1830193 $1562729

Impactof market-based earning assets 481542 360667

Core average earning assets 1348651 1202062
Impact of securitzations 83640 100145

Core average earning assets managed basis $1432291 $1302207

Net interest yield contribution

As reported 2.65% 2.98%

Impact of market-based activities 0.49 0.48

Core net interest yield on earning assets 3.14 3.46

Impact of securitizations 0.55 0.42

Core net interest yield on earning assets managed basis 3.69% 3.88%

Ill PiE basis

121 Represents the impact of market-based amounts included in Globe Markets

131 Represeots the impact of securitizations utilizing sctual hood costs Tfos is different from the business segment oiew which utilizes funds transfer priciog methodologies
141 Represents average securitized loans less accrued interest receivable aod certain securitized bonds retained
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Deposits

Dollars in millions
2009 2008

Net interest income 7160 10970

Noninterest income

Service charges 6802 6801

All other income 46 69

Total noninterest income 6848 6870

Total revenue net of interest expense 14008 17840

Provision for credit losses 380 399

Noninterest expense 9693 8783

Income before income taxes 3935 8658

Income tax expense 1429 3146

Net income 2506 5512

Net interest yield 1.77% 3.13%

Return on average equity 10.55 22.55

Efficiency ratio 69.19 49.23

Balance Sheet

Average

Total earning assets $405563 $349930

Total assets 432268 379067

Total deposits 406833 357608

Allocated equity 23756 24445

Year end

Total earning assets $418156 $363334

Total assets 445363 390487

Total deposits 419583 375763

111 FTE basis

121 Total earning assets and total assets include asset allocations to match liabilities i.e deposits

Deposits includes the results of consumer deposit activities which

consist of comprehensive range of products provided to consumers and

small businesses In addition Deposits includes our student lending

results and an allocation of ALM activities In the U.S we serve approx

imately 59 million consumer and small business relationships through

franchise that stretches coast to coast through 32 states and the District

of Columbia utilizing our network of 6011 banking centers 18262

domestic-branded ATMs telephone online and mobile banking channels

Our deposit products include traditional savings accounts money

market savings accounts CD5 and IRAs and noninterest- and interest-

bearing checking accounts Deposit products provide relatively stable

source of funding and liquidity We earn net interest spread revenues

from investing this liquidity in earning assets through client-facing lending

and ALM activities The revenue is allocated to the deposit products using

our funds transfer pricing process which takes into account the interest

rates and maturity characteristics of the deposits Deposits also generate

fees such as account service fees non-sufficient funds fees overdraft

charges and ATM fees

During the third quarter of 2009 we announced changes in our over

draft fee policies intended to help customers limit overdraft fees These

changes negatively impacted net revenue beginning in the fourth quarter

of 2009 In addition in November 2009 the Federal Reserve issued

Regulation which will negatively impact future service charge revenue in

Deposits For more information on Regulation see Regulatory Overview

beginning on page 29

During 2009 our active online banking customer base grew to

29.6 million subscribers net increase of 1.3 million subscribers from

December 31 2008 reflecting our continued focus on increasing the use

of alternative banking channels In addition our active bill pay users paid

$302.4 billion of bills online during 2009 compared to $301.1 billion

during 2008

Deposits includes the net impact of migrating customers and their

related deposit balances between GWIM and Deposits During 2009

total deposits of $43.4 billion were migrated to Deposits from GWIM

Conversely $20.5 billion of deposits were migrated from Deposits to

GWM during 2008 The directional shift was mainly due to client segmen

tation threshold changes resulting from the Merrill Lynch acquisition

partially offset by the acceleration in 2008 of movement of clients into

GWM as part of our growth initiatives for our more affluent customers As

of the date of migration the associated net interest income service

charges and noninterest expense are recorded in the segment to which

deposits were transferred

Net income fell $3.0 billion or 55 percent to $2.5 billion as net

revenue declined and noninterest expense rose Net interest income

decreased $3.8 billion or 35 percent to $7.2 billion as result of

lower net interest income allocation from ALM activities and spread

compression as interest rates declined Average deposits grew $49.2 bil

lion or 14 percent due to strong organic growth and the net migration of

certain households deposits from GWIM Organic growth was driven by

the continuing need of customers to manage their liquidity as illustrated

by growth in higher spread deposits from new money as well as move

ment from certificates of deposits to checking accounts and other prod

ucts This increase was partially offset by the expected decline in higher-

yielding Countrywide deposits

Noninterest income was flat at $6.8 billion as service charges

remained unchanged for the year The positive impacts of revenue ini

tiatives were offset by changes in consumer spending behavior attribut

able to current economic conditions as well as the negative impact of the

implementation in the fourth quarter of 2009 of the new initiatives aimed

at assisting customers who are economically stressed by reducing their

banking fees

Noninterest expense increased $910 million or 10 percent due to

higher FDIC insurance and special assessment costs partially offset by

lower operating costs related to lower transaction volume due to the

economy and productivity initiatives
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Global Card Services

Dollars in millions 2009 2008

Net interest income 20264 19589
Non interest income

Card income 8555 10033
All other income 523 1598

Total noninterest income 9078 11631

Total revenue net of interest expense 29342 31220

Provision for credit losses 21 30081 20164
Noninterest expense 7961 9160

Income loss before income taxes 8700 1896
Income tax expense benefit 111 3145 662

Net income loss 5555 1234

Net interest yield
111 9.36% 8.26%

Return on average equity n/rn 3.15

Efficiency ratio 111 27.13 29.34

Balance Sheet

Average

Total loans and leases $216654 $236714
Total

earning assets 216410 237025

Total assets 232643 258710
Allocated

equity 41409 39186

Year end

Total loans and leases $201230 $233040

Total earning assets 200988 233094
Total assets 217139 252683

FE basis

121

Represents provision for credit losses on held loans combined with realized credit losses associated

with the secoritized loan portfolio

n/m not meaningfsl

Global Card Seivices provides broad
offering of products including U.S

consumer and business card consumer lending international card and debit

card to consumers and small businesses We provide credit card products to

customers in the U.S Canada Ireland Spain and the United Kingdom We

offer variety of co-branded and
affinity credit and debit card products and are

one of the leading issuers of credit cards through endorsed marketing in the

U.S and Europe On May 22 2009 the CARD Act which calls for number of

changes to credit card industry practices was signed into law The provisions in

the CARD Act are expected to negatively impact net interest income due to the

restrictions on our ability to reprice credit cards based on risk and card income

due to restrictions imposed on certain fees For more information on the CARD

Act see Regulatory Overview beginning on page 29

The Corporation reports its Global Card Services results on man
aged basis which is consistent with the way that management evaluates

the results of the business Managed basis assumes that securitized

loans were not sold and presents earnings on these loans in manner

similar to the way loans that have not been sold i.e held loans are

presented Loan securitization is an alternative funding process that is

used by the Corporation to diversify funding sources Loan securitization

removes loans from the Consolidated Balance Sheet through the sale of

loans to an off-balance sheet qualifying special purpose entity QSPE
Securitized loans continue to be serviced by the business and are

subject to the same underwriting standards and ongoing monitoring as

held loans In addition excess servicing income is exposed to similar

credit risk and repricing of interest rates as held loans Starting late in

the third quarter of 2008 and continuing into the first quarter of 2009

liquidity for asset-backed securitizations became disrupted and spreads

rose to historic highs which negatively impacted our credit card securitiza

tion programs Beginning in the second quarter of 2009 conditions

started to improve with spreads narrowing and liquidity returning to the

marketplace however we did not return to the credit card securitization

market during 2009 For more information see the Liquidity Risk and

Capital Management discussion beginning on page 59
Global Card Services recorded net loss of $5.6 billion in 2009 com

pared to net income of $1.2 billion in 2008 due to higher provision for credit

losses as credit costs continued to rise driven by weak economies in the

U.S Europe and Canada Managed net revenue declined $1.9 billion to

$29.3 billion in 2009 driven by lower noninterest income
partially

offset by

growth in net interest income

Net interest income grew to $20.3 billion in 2009 from $19.6 billion

in 2008 driven by increased loan spreads due to the beneficial impact of

lower short-term interest rates on our funding costs partially offset by

decrease in average managed loans of $20.1 billion or eight percent

Noninterest income decreased $2.6 billion or 22 percent to $9.1 billion

driven by decreases in card income of $1.5 billion or 15 percent and all

other income of $1.1 billion or 67 percent The decrease in card income

resulted from lower cash advances primarily related to balance transfers

and lower credit card interchange and fee income primarily due to changes in

consumer retail purchase and payment behavior in the current economic

environment This decrease was partially offset by the absence of negative

valuation adjustment on the interest-only strip recorded in 2008 In addition

all other income in 2008 included the gain associated with the Visa initial

public offering IPO
Provision for credit losses increased by $9.9 billion to $30.1 billion as

economic conditions led to higher losses in the consumer card and

consumer lending portfolios including higher level of bankruptcies Also

contributing to the increase were higher reserve additions related to new

draws on previously securitized accounts as well as an approximate $800

million addition to increase the reserve coverage to approximately 12 months

of charge-offs in consumer credit card These reserve additions were partially

offset by the beneficial impact of reserve reductions from improving delin

quency trends in the second half of 2009

Noninterest expense decreased $1.2 billion or 13 percent to $8.0

billion due to lower operating and marketing costs In addition non

interest expense in 2008 included benefits associated with the Visa IPO
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Dollars in millions

Global Card Services

Average total loans

Managed

Held

Year end total loans

Managed

Held

Managed net losses

Amount

Percent 21

Credit Card

Average total loans

Managed

Held

Year end total loans

Managed

Held

Managed net losses

Amount

Percent

The table below and the following discussion present selected key

indicators for the Global Card Services and credit card portfolios Credit

card includes U.S Europe and Canada consumer credit card and does

not include business card debit card and consumer lending

Key Statistks

2009 2008

Global Card Services managed net losses increased $10.9 billion to

$26.7 billion or 12.30 percent of average outstandings compared to

$15.7 billion or 6.64 percent in 2008 This increase was driven by

portfolio deterioration due to economic conditions including higher level

of bankruptcies Additionally consumer lending net charge-offs increased

$2.1 billion to $4.3 billion or 17.75 percent of average outstandings

compared to $2.2 billion or 7.98 percent in 2008 Lower loan balances

driven by reduced marketing and tightened credit criteria also adversely

impacted net charge-off ratios

Managed consumer credit card net losses increased $7.8 billion to

$216654 $236714 $19.2 billion or 11.25 percent of average credit card outstandings

118201 132313 compared to $11.4 billion or 6.18 percent in 2008 The increase was

driven by portfolio deterioration due to economic conditions including

elevated unemployment underemployment and higher level of

bankruptcies

26655 15723 For more information on credit quality see Consumer Portfolio Credit

12.30% 6.64% Risk Management beginning on page 66

$170486 $184246

72033 79845

160824 182234

71109 81274

19185 11382

11.25% 6.18%

II Represents net charge-ens on held loans combined with realized credit losses associated with the

secoritized loan portfolio

12 Ratios are calcalated as managed net losses divided by anerage outstanding managed loans during the year
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Home Loans Insurance

Dollars in millions 2009 2008

Net interest income 4974 3311
Noninterest income

Mortgage banking income 9321 4422
Insurance income 2346 1416
AU other income 261 161

Total noninterest income 11928 5999

Total revenue net of interest expense 16902 9310

Provision for credit losses 11244 6287
Non interest expense 11683 6962

Loss before income taxes 6025 3939
Income tax benefit 111 2187 1457

Net loss 3838 2482

Net interest yield
11 2.57% 2.55%

Efficiency ratio 111 69.12 74.78

Balance Sheet

Average

Total loans and leases $130519 $105724
Total

earning assets 193262 129674
Total assets 230234 147461
Allocated equity 20533 9517

Year end

Total loans and leases $131302 $122947
Total earning assets 188466 175609
Total assets 232706 205046

ill HE basis

Home Loans Insurance generates revenue by providing an extensive

line of consumer real estate products and services to customers nation

wide Home Loans Insurance products are available to our customers

through retail network of 6011 banking centers mortgage loan officers

in approximately 880 locations and sales force offering our customers

direct telephone and online access to our products These products are

also offered through our correspondent and wholesale loan acquisition

channels Home Loans Insurance products include fixed and adjustable

rate first-lien mortgage loans for home purchase and refinancing needs

reverse mortgages home equity lines of credit and home equity loans

First mortgage products are either sold into the secondary mortgage

market to investors while retaining MSRs and the Bank of America cus

tomer relationships or are held on our balance sheet in All Other for ALM

purposes Home Loans Insurance is not impacted by the Corporations

mortgage production retention decisions as Home Loans Insurance is

compensated for the decision on management accounting basis with

corresponding offset recorded in All Other In addition Home Loans

Insurance offers property casualty life disability and credit insurance

While the results of Countrywides deposit operations are included in

Deposits the majority of its ongoing operations are recorded in Home

Loans Insurance Countrywides acquired first mortgage and dis

continued real estate portfolios are recorded in All Other and are man
aged as part of our overall ALM activities

Home Loans Insurance includes the impact of migrating customers

and their related loan balances between GWIM and Home Loans

Insurance As of the date of migration the associated net interest income

and noninterest expense are recorded in the segment to which the cus

tomers were migrated Total loans of $11.5 billion were migrated from

GWIM in 2009 compared to $1.6 billion in 2008 The increase was

mainly due to client segmentation threshold changes resulting from the

Merrill Lynch acquisition

Home Loans Insurance recorded net loss of $3.8 billion in 2009

compared to net loss of $2.5 billion in 2008 as growth in noninterest

income and net interest income was more than offset by higher provision

for credit losses and higher noninterest expense

Net interest income grew $1.7 billion or 50 percent driven
primarily

by an increase in average loans held-for-sale LHFS and home equity

loans The $19.1 billion increase in average LHFS was the result of

higher mortgage loan volume driven by the lower interest rate environ

ment The growth in average home equity loans of $23.7 billion or 23

percent was due primarily to the migration of certain loans from GWIM to

Home Loans Insurance as well as the full-year impact of Countrywide

balances

Noninterest income increased $5.9 billion to $11.9 billion driven by

higher mortgage banking income which benefited from the full-year impact

of Countrywide and lower current interest rates which drove higher pro

duction income

Provision for credit losses increased $5.0 billion to $11.2 billion

driven by continued economic and housing market weakness
particularly

in geographic areas experiencing higher unemployment and
falling

home

prices Additionally reserve increases in the Countrywide home equity

purchased impaired loan portfolio were $2.8 billion higher in 2009 com

pared to 2008
reflecting further reduction in expected principal cash

flows

Noninterest expense increased $4.7 billion to $11.7 billion
largely

due to the
full-year impact of Countrywide as well as increased

compensation costs and other expenses related to higher production

volume and delinquencies Partly contributing to the increase in expenses

was the more than doubling of personnel and other costs in the area of

our business that is responsible for assisting distressed borrowers with

loan modifications or other workout solutions

Mortgage Banking ncome

We categorize Home Loans Insurance mortgage banking income into

production and servicing income Production income is comprised of

revenue from the fair value gains and losses recognized on our IRLCs and

LHFS and the related secondary market execution and costs related to

representations and warranties in the sales transactions and other obliga

tions incurred in the sales of mortgage loans In addition production

income includes revenue for transfers of mortgage loans from Home

Loans Insurance to the ALM
portfolio related to the Corporations mort

gage production retention decisions which is eliminated in All Other

Servicing activities primarily include collecting cash for principal inter

est and escrow payments from borrowers disbursing customer draws for

lines of credit and accounting for and remitting principal and interest

payments to investors and escrow payments to third parties Our home

retention efforts are also part of our servicing activities along with

responding to customer inquiries and supervising foreclosures and prop

erty dispositions Servicing income includes ancillary income earned in

connection with these activities such as late fees and MSR valuation

adjustments net of economic hedge activities
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The following table summarizes the components of mortgage banking The following table presents select key indicators for Home Loans

Mortgage Banking Income

Dollars in millions
2009 2008

Production income 5539 2105

Servicing income

Servicing fees and ancillary
income 6200 3531

Impact of customer payments 3709 3314
Fair value changes of MSRs net of economic

hedge results 712 1906

Other servicing-related revenue 579 194

Total net servicing
income 3782 2317

Total Home Loans Insurance mortgage

banking income 9321 4422

Other business segments mortgage banking

income loss 530 335

Total consolidated mortgage banking

income 8791 4087

01 Includes the effect of transfers of mortgage loans from Home Loans fnsurance to the ALM portfolio in

All Other

Production income increased $3.4 billion in 2009 compared to 2008

This increase was driven by higher mortgage volumes due in large part to

Countrywide and also to higher refinance activity resulting from the lower

interest rate environment partially
offset by an increase in representa

tions and warranties expense to $1.9 billion in 2009 from $246 million in

2008 The increase in representations and warranties expense was

driven by increased estimates of defaults reflecting deterioration in the

economy and housing markets combined with higher rate of repurchase

or similar requests For further information regarding representations and

warranties see Note Securitizations to the Consolidated Financial

Statements and the Consumer Portfolio Credit Risk Management Resi

dential Mortgage discussion beginning on page 68

Net servicing income increased $1.5 billion in 2009 compared to

2008 largely due to the full-year impact of Countrywide which drove an

increase of $2.7 billion in servicing fees and ancillary income partially

offset by lower MSR performance net of hedge activities The fair value

changes of MSR5 net of economic hedge results were $712 million and

$1.9 billion in 2009 and 2008 The positive 2009 MSR5 results were

primarily
driven by changes in the forward interest rate curve The positive

2008 MSR results were driven primarily by the expectation that weakness

in the housing market would lessen the impact of decreasing market

interest rates on expected future prepayments For further discussion on

MSR5 and the related hedge instruments see Mortgage Banking Risk

Management on page 98

Home Loans Insurance Key Statistics

Dollars in millions eocept as noted
2009 2008

Loan production

Home Loans Insurance

First mortgage $357371 $128945

Home equity
10488 31998

Total Corporation

First mortgage 378105 140510

Home equity
13214 40489

Year end

Mortgage servicing portfolio in billions 2151 2057

Mortgage loans serviced for

investors in billions
1716 1654

Mortgage servicing rights

Balance 19465 12733

Capitalized mortgage servicing rights

of loans serviced for investors 113 bps 77 bps

First mortgage production in Home Loans Insurance was $357.4

billion in 2009 compared to $128.9 billion in 2008 The increase of

$228.4 billion was due in large part to the full-year impact of Countrywide

as well as an increase in the mortgage market driven by decline in

interest rates Home equity production was $10.5 billion in 2009 com

pared to $32.0 billion in 2008 The decrease of $21.5 billion was primar

ily due to our more stringent underwriting guidelines for home equity lines

of credit and loans as well as lower consumer demand

At December 31 2009 the consumer MSR balance was $19.5 bil

lion which represented 113 bps of the related unpaid principal
balance

as compared to $12.7 billion or 77 bps of the related principal
balance

at December 31 2008 The increase in the consumer MSR balance was

driven by increases in the forward interest rate curve and the additional

MSR5 recorded in connection with sales of loans This resulted in the 36

bps increase in the capitalized MSR5 as percentage of loans serviced

for investors

income
Insurance

Ill In addition to loan production in Home Loans Insurance the remaining first mortgage and home eqsity

loan production is primarily in GWIM

121 servicing of residential mortgage loans home equity lines of credit home equity loans and discontinued

real estate mortgage loans
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Global Banking

Dollars in millions

Net interest income

Noninterest income

Service charges

Investment banking income

All other income

Total noninterest income

Total revenue net of interest expense

Provision for credit losses

Noninterest expense

Income before income taxes

Income tax expense

Net income

Net interest yield

Return on average equity

Efficiency ratio

Balance Sheet

Average

Total loans and leases $315002 $318325

Total earning assets 12 337315 325764

Total assets 121 394140 382790

Total deposits 211261 177528

Allocated equity 60273 50583

Year end

Total loans and leases $291117 $328574

Total earning assets 343057 338
Total assets 398061 394541

Total deposits 227437 215519

111 FTE basis

121 Total earning assets and total assets include asset allocations to match liabilities i.e deposits

Global Banking provides wide range of lending-related products and

services integrated working capital management treasury solutions and

investment banking services to clients worldwide through our network of

offices and client relationship teams along with various product partners

Our clients include multinationals middle-market and business banking

companies correspondent banks commercial real estate firms and gov

ernments Our lending products and services include commercial loans

and commitment facilities real estate lending leasing trade finance

short-term credit facilities asset-based lending and indirect consumer

loans Our capital management and treasury solutions include treasury

management foreign exchange and short-term investing options Our

investment banking services provide our commercial and corporate issuer

clients with debt and equity underwriting and distribution capabilities as

well as merger-related and other advisory services Global Banking also

includes the results of our merchant services
joint venture as discussed

below and the economic hedging of our credit riskto certain exposures

utilizing various risk mitigation tools Our clients are supported in offices

throughout the world that are divided into four distinct geographic regions

U.S and Canada Asia Pacific Europe Middle East and Africa and Latin

America For more information on our foreign operations see Foreign

Portfolio beginning on page 86

During the second quarter of 2009 we entered into
joint venture

agreement with First Data Corporation First Data to form Banc of Amer

ica Merchant Services LLC The
joint venture provides payment solutions

including credit debit and prepaid cards and check and e-commerce

payments to merchants ranging from small businesses to corporate and

commercial clients worldwide We contributed approximately 240000

merchant relationships sales force of approximately 350 associates

and the use of the Bank of America brand name First Data contributed

approximately 140000 merchant relationships 200 sales associates

and state of the art technology The joint venture and clients benefit from

both companies comprehensive suite of leading payment solutions

capabilities At December 31 2009 we owned 46.5 percent of the joint

venture and we account for our investment under the equity method of

accounting The third party investor has the
right

to put their interest to

the joint venture which would have the effect of increasing the Corpo

rations ownership interest to 49 percent In connection with the for

mation of the joint venture we recorded pre-tax gain of $3.8 billion

which represents the excess of fair value over the carrying value of our

contributed merchant processing business

Global Banking net income decreased $1.5 billion or 34 percent to

$3.0 billion in 2009 compared to 2008 as an increase in revenue was

more than offset by higher provision for credit losses and noninterest

expense

Net interest income increased $495 million or five percent as aver

age deposits grew $33.7 billion or 19 percent driven by deposit growth

as our clients remain very liquid In addition average deposit growth

benefited from
flight-to-safety

in late 2008 Net interest income also

benefited from improved loan spreads on new renewed and amended

facilities These increases were partially offset by $3.3 billion or one

percent decline in average loan balances due to decreased client

demand as clients are deleveraging and capital markets began to open

up so that corporate clients could access other funding sources In addi

tion net interest income was negatively impacted by lower net interest

income allocation from ALM activities and increased nonperforming loans

Noninterest income increased $5.7 billion or 95 percent to $11.8

billion mainly driven by the $3.8 billion pre-tax gain related to the con

tribution of the merchant processing business into joint venture higher

investment banking income and service charges Investment banking

income increased $1.7 billion due to the acquisition of Merrill Lynch and

strong growth in debt and equity capital markets fees Service charges

increased $721 million or 22 percent driven by the Merrill Lynch

acquisition and the impact of fees charged for services provided to the

merchant processing joint venture All other income increased $3.3 billion

compared to the prior year from the gain related to the contribution of the

merchant processing business All other income also includes our propor

tionate share of the joint venture net income where prior to formation of

the joint venture these activities were reflected in card income In addi

tion noninterest income benefited in 2008 from Global Bankings share

of the Visa IPO gain

The provision for credit losses increased $5.7 billion to $8.8 billion in

2009 compared to 2008
primarily

driven by higher net charge-offs and

reserve additions in the commercial real estate and commercial domes

tic portfolios resulting from deterioration across broad range of property

types industries and borrowers

Noninterest expense increased $2.9 billion or 43 percent to $9.5

billion primarily attributable to the Merrill Lynch acquisition and higher

FDIC insurance and special assessment costs These items were partially

offset by reduction in certain merchant-related expenses that are now

incurred by the
joint venture and change in compensation that delivers

greater portion of incentive pay over time In addition noninterest

expense in 2008 also included benefits associated with the Visa P0

Global Banking Revenue

Global Banking evaluates its revenue from two primary client views global

commercial banking and global corporate and investment banking Global

commercial banking primarily includes revenue related to our commercial

and business banking clients who are generally defined as companies

with sales between $2 million and $2 billion including middle-market and

multinational clients as well as commercial real estate clients Global

2009

11250

3954

3108

4723

11785

23035

8835

9539

4661

1692

2969

3.34%

4.93

41.41

2008

10755

3233

1371

1437

6041

16796

3130

6684

6982

2510

4472

3.30%

8.84

39.80

Bank of America 2009 45



corporate and investment banking primarily includes revenue related to

our large corporate clients including multinationals which are generally

defined as companies with sales in excess of $2 billion Additionally

global corporate and investment banking revenue also includes debt and

equity underwriting and merger-related advisory services net of revenue

sharing primarily with Global Markets The following table presents fur

ther detail regarding Global Banking revenue

Dollars in miLlions 2009 2008

Global Banking revenue

Global commercial banking $15209 $11362

Global corporate and investment banking 7826 5434

Total Global Banking revenue $23035 $16796

Global Banking revenue increased $6.2 billion to $23.0 billion in

2009 compared to 2008 Global Banking revenue consists of credit-

related revenue derived from lending-related products and services

treasury services-related revenue primarily from capital and treasury

management and investment banking income

Global commercial banking revenue increased $3.8 billion or 34 per

cent primarily driven by the gain from the contribution of the merchant

processing business to the joint venture

Credit-related revenue within global commercial banking increased

$960 million to $6.7 billion due to improved loan spreads on new

renewed and amended facilities and the Merrill Lynch acquisition

Average loans and leases decreased $3.7 billion to $219.0 billion as

increased balances due to the Merrill Lynch acquisition were more than

offset by reduced client demand

Treasury services-related revenue within global commercial banking

increased $2.9 billion to $8.5 billion driven by the $3.8 billion gain

related to the contribution of the merchatt services business to the

joint venture partially offset by lower net interest income and the

absence of the 2008 gain associated with the Visa P0 Average treas

ury services deposit balances increased $22.7 billion to $130.9 billion

driven by clients managing their balances

Global corporate and investment banking revenue increased $2.4 bil

lion in 2009 compared to 2008 driven primarily by the Merrill Lynch

acquisition which resulted in increased debt and equity capital markets

fees and higher net interest income due mainly to growth in average

deposits

Credit-related revenue within global corporate and investment bank

ing
increased $387 million to $2.9 billion in 2009 compared to 2008

driven by improved loan spreads and the Merrill Lynch acquisition

partially offset by the adverse impact of increased nonperforming loans

and the higher cost of credit hedging Average loans and leases

remained essentially flat as reduced demand offset the impact of the

Merrill Lynch acquisition

Treasury services-related revenue within global corporate and invest

ment banking decreased $438 million to $2.5 billion in 2009 driven by

lower net interest income service fees and card income Average

deposit balances increased $11.1 billion to $80.4 billion during 2009

primarily due to clients managing their balances

nvestment Banking ncomo

Product specialists within Global Markets work
closely

with Global Banking on

underwriting and distribution of debt and equity securities and certain other

products To reflect the efforts of Global Markets and Global Banking in servic

ing our clients with the best product capabilities we allocate revenue to the two

segments based on relative contribution Therefore to provide complete

discussion of our consolidated investment banking income we have included

the following table that presents total investment banking income for the

Corporation

Dollars in millions
2009 2008

Investment banking income

Advisory
ii $1167 546

Debt issuance 3124 1539

Equity issuance 1964 624

6255 2709

Offset for intercompany fees 704 446

Total investment banking income $5551 $2263

Ll Advisory includes fees on debt and equity advisory and merger and acquisitions

21 The onset to fees paid on the Corporations transactions

Investment banking income increased $3.3 billion to $5.6 billion in

2009 compared to 2008 The increase was largely due to the Merrill

Lynch acquisition and favorable market conditions for debt and equity

issuances Debt issuance fees increased $1.6 billion due primarily to

leveraged finance and investment grade bond issuances Equity issuance

fees increased $1.3 billion as we benefited from the increased size of the

investment banking platform Advisory fees increased $621 million attrib

utable to the larger advisory platform partially
offset by decreased merger

and acquisitions activity
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Global Mark9ts

Dollars in millions 2009 2008

Net interest income 11 6120 5151
Noninterest income

Investment and brokerage services 2552 752

Investment banking income 2850 1337
Trading account profits losses 11675 5809
Al other income loss 2571 5262

Total non interest income loss 14506 8982
Total revenue net of interest expense 20626 3831

Provision for credit losses 400 50
Noninterest expense 10042 3906

Income loss before income taxes 10184 7687
Income tax expense benefit 3007 2771

Net income loss 7177 4916

Return on average equity 23.33% n/rn

Efficiency ratio 48.68 n/rn

Balance Sheet

Average

Total trading-related assets $507648 $338074
Total market-based earning assets 481542 360667
Total earning assets 490406 366195
Total assets 656621 427734
Allocated equity 30765 12839

Year end

Total trading-related assets $411212 $244174
Total market-based earning assets 404467 237452
Total earning assets 409717 243275
Total assets 538456 306693

Ill FE basis

121 Includes assets which are not considered earning assets i.e derivative assets

n/m not meaningful

Global Markets provides financial products advisory services financ

ing securities clearing settlement and custody services globally to our

institutional investor clients in support of their investing and trading activ

ities We also work with our commercial and corporate clients to provide

debt and equity underwriting and distribution capabilities and risk

management products using interest rate equity credit currency and

commodity derivatives foreign exchange fixed income and mortgage-

related products The business may take positions in these products and

participate in market-making activities dealing in government securities

equity and equity-linked securities high-grade and
high-yield corporate

debt securities commercial paper MBS and asset-backed securities

ABS Underwriting debt and equity securities research and certain

market-based activities are executed through our global broker/dealer

affiliates which are our primary dealers in several countries Global Mar

kets is leader in the global distribution of fixed income currency and

energy commodity products and derivatives Global Markets also has one

of the largest equity trading operations in the world and is leader in the

origination and distribution of equity and equity-related products
Net income increased $12.1 billion to $7.2 billion in 2009 compared to

loss of $4.9 billion in 2008 as increased noninterest income driven by trading

account profits was partially offset by higher noninterest expense

Net interest income almost all of which is market-based increased

$969 million to $6.1 billion due to growth in average market-based earn

ing assets which increased $120.9 billion or 34 percent driven
primarily

by the Merrill Lynch acquisition

Noninterest income increased $23.5 billion due to the Merrill Lynch

acquisition favorable core trading results and decreased write-downs on

legacy assets partially offset by negative credit valuation adjustments on

derivative liabilities due to improvement in our credit spreads in 2009
Noninterest expense increased $6.1 billion largely attributable to the

Merrill Lynch acquisition This increase was partially
offset by change in

compensation that delivers greater portion of incentive pay over time

Sales and Trading Revenue

Global Markets revenue is primarily derived from sales and trading and

investment banking activities which are shared between Global Markets

and Global Banking Global Banking originates certain deal-related trans

actions with our corporate and commercial clients that are executed and

distributed by Global Markets In order to reflect the relative contribution of

each business segment revenue-sharing agreement has been

implemented which attributes revenue accordingly see page 46 for dis

cussion of investment banking fees on consolidated basis In addition

certain gains and losses related to write-downs on legacy assets and select

trading results are also allocated or shared between Global Markets and

Global Banking Therefore in order to provide complete discussion of our

sales and trading revenue the following table and related discussion

present total sales and trading revenue for the consolidated Corporation

Sales and trading revenue is segregated into fixed income investment and

noninvestment grade corporate debt obligations commercial mortgage-

backed securities CMBS residential mortgage-backed securities RMBS
and CDO5 currencies interest rate and foreign exchange contracts

commodities primarily futures forwards swaps and options and equity

income from equity-linked derivatives and cash equity activity

Dollars in millions 2009 2008

Sales and
trading revenue

Fixed income currencies and commodities FICC $12727 $7625
Equity income 4901 743

Total sales and
trading revenue $17628 $6882

Includes $356 million and $257 million of set interest income on FE basis for 2009 and 2008

21 Includes $1.1 billion and $1.2 billion of write-downs on legacy assets that were allocated to Global

Banking for 2009 and 2008

Sales and trading revenue increased $24.5 billion to $17.6 billion in

2009 compared to loss of $6.9 billion in 2008 due to the addition of

Merrill Lynch and the improving economy Write-downs on legacy assets in

2009 were $3.8 billion with $2.7 billion included in Global Markets as

compared to $10.5 billion in 2008 with $9.3 billion recorded in Global

Markets Further we recorded negative net credit valuation adjustments

on derivative liabilities of $801 million resulting from improvements in our

credit spreads in 2009 compared to gain of $354 million in 2008

FICC revenue increased $20.4 billion to $12.7 billion in 2009 com
pared to 2008 primarily driven by credit and structured products which

continued to benefit from improved market liquidity and
tighter

credit

spreads as well as new issuance capabilities

During 2009 we incurred $2.2 billion of losses resulting from our CDO

exposure which includes our super senior warehouse sales and trad

ing positions hedging activities and counterparty credit risk valuations

This compares to $4.8 billion in CDO-related losses for 2008 Included

in the above losses were $910 million and $1.1 billion of losses in

2009 and 2008 related to counterparty risk on our CDO-related

exposure Also included in the above losses were other-than-temporary

impairment charges of $1.2 billion in 2009 compared to $3.3 billion in

2008 related to CDOs and retained positions classified as AFS debt

securities See the following detailed CDO exposure discussion

During 2009 we recorded $1.6 billion of losses net of hedges on

CMBS funded debt and forward finance commitments compared to

losses of $944 million in 2008 These losses were concentrated in the

more difficult to hedge floating-rate debt In addition we recorded

$670 million in losses associated with equity investments we made in

acquisition-related financing transactions compared to $545 million in

losses in the prior year At December 31 2009 and 2008 we held

$5.3 billion and $6.9 billion of funded and unfunded CMBS exposure

of which $4.4 billion and $6.0 billion were primarily floating-rate
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acquisition-related financings to major well-known operating compa

nies CMBS exposure decreased as $4.1 billion of funded CMBS debt

acquired in the Merrill Lynch acquisition was partially offset by trans

fer of $3.8 billion of CMBS funded debt to commercial loans held for

investment as we plan to hold these positions and to lesser extent

by loan sales and paydowns

We incurred losses in 2009 on our leveraged loan exposures of $286

million compared to $1.1 billion in 2008 At December 31 2009 the

carrying value of our leveraged funded positions held for distribution

was $2.4 billion which included $1.2 billion from the Merrill Lynch

acquisition compared to $2.8 billion at December 31 2008 which did

not include Merrill Lynch At December 31 2009 99 percent of the

carrying value of the leveraged funded positions was senior secured

We recorded loss of $100 million on auction rate securities ARS in

2009 compared to losses of $898 million in 2008 which reflects stabi

lizing valuations on ARS during the year We have agreed to purchase

ARS at par from certain customers in connection with an agreement

with federal and state securities regulators During 2009 we pur

chased net $3.8 billion of ARS from our customers and at

December 31 2009 our outstanding buyback commitment was $291

million

Equity products sales and trading revenue increased $4.2 billion to

$4.9 billion in 2009 compared to 2008 driven by the addition of Merrill

Lynchs trading and financing platforms

CoUateraHzed Debt Obilgaflon Exposure

CDO vehicles hold diversified pools of fixed income securities and issue

multiple tranches of debt securities including commercial paper mezza

nine and equity securities Our COO exposure can be divided into funded

and unfunded super senior liquidity
commitment exposure other super

senior exposure i.e cash positions and derivative contracts ware

house and sales and trading positions For more information on our CDO

liquidity commitments see Note Variable Interest Entities to the

Consolidated Financial Statements Super senior exposure represents the

most senior class of commercial paper or notes that are issued by the

CDO vehicles These financial instruments benefit from the subordination

of all other securities issued by the CDO vehicles

As presented in the following table at December 31 2009 our

hedged and unhedged super senior CDO exposure before consideration of

insurance net of write-downs was $3.6 billion

Super Senior CoflateraHzed Debt Obflgaflon Exposure

December 31 2009

Retained Total

Dollars in millions
Subprime Positions Subprime Non-Subprime Total

Unhedged
938 $528 $1466 839 $2305

Hedged
661 661 652 1313

Total $1599 $528 $2127 $1491 $3618

Ill claesiged as subprime when subprime consumer real estate loans make up at least 35 percent
of the original net esposure value of the underlying collateral

121 IncludeS highly rated collateralized loan obligations and CMBS super senior evposure

131 Hedged amounts are presented at carrying value before consideration of the insurance

We value our COO structures using the average of all prices obtained At December 31 2009 total subprime super senior unhedged

from either external pricing
services or offsetting trades for approximately exposure of $1466 billion was carried at 15 percent and the $839 mu

89 percent and 77 percent of the CDO exposure and related retained lion of non-subprime unhedged exposure was carried at 51 percent of

positions The majority of the remaining positions where no pricing quotes their original net exposure amounts Net hedged subprime super senior

were available were valued using matrix pricing and projected cash flows exposure of $661 million was carried at 13 percent and the $652 million

Unrealized losses recorded in accumulated OCI on super senior cash of hedged non-subprime super senior exposure was carried at 64 percent

positions and retained positions from liquidated CDO5 in aggregate of its original net exposure

increased $88 million during 2009 to $104 million at December 31 The following table presents the carrying values of our subprime net

2009 exposures including subprime collateral content and percentages of cer

tain vintages

Unhedged Subprime Super Sefflor Coflateraflzed Debt Obilgaflon Carrying Vakies

December 31 2009

Vintage of subprime collateral

Carrying value

as Percent of Subprime Percent in Percent in

Subprime Original Net Content of 2006/2007 2005/Prior

Dollars in millions
Net Exposure Exposure Collateral vintages vintages

Mezzanine super senior liquidity commitments 88 7% 100% 85% 15%

Other super senior exposure

High grade
577 20 43 23 77

Mezzanine 272 16 34 79 21

COO-squared
100 100

Total other super senior 850

Total super senior 938 15

Retained positions from liquidated CDOs 528 15 28 22 78

Total $1466 15

Il Based on current net eop000re value
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At December 31 2009 we held purchased insurance on our sub-

prime and non-subprime super senior CDO exposure with notional value

of $5.2 billion and $1.0 billion from monolines and other financial guaran

tors Monolines provided $3.8 billion of the purchased insurance in the

form of CDS total return swaps or financial guarantees In addition we

held collateral in the form of cash and marketable securities of

$1.1 billion related to our non-monoline purchased insurance In the case

of default we look to the underlying securities and then to recovery on

purchased insurance The table below provides notional receivable

counterparty credit valuation adjustment and gains write-downs on

insurance purchased from monolines

Credit Default Swaps with Monone Fnanca Guarantors

December 31 2009

Other

Super Guaranteed

Dollars in millions Senior CDOs Positions Total

Notional 3757 $38834 $42591

Mark-to-market or guarantor receivable 2833 8256 $11089
Credit valuation adjustment 1873 4132 6005

Total 960 4124 5084

Credit valuation adjustment 66% 50% 54%

Write-downs gains during 2009 961 98 863

Monoline wrap protection on our super senior CDOs had notional

value of $3.8 billion at December 31 2009 with receivable of $2.8 bil

lion and counterparty credit valuation adjustment of $1.9 billion or 66

percent During 2009 we recorded $961 million of counterparty credit

risk-related write-downs on these positions At December 31 2008 the

monoline wrap on our super senior CDO5 had notional value of $2.8

billion with receivable of $1.5 billion and counterparty credit valuation

adjustment of $1.1 billion or 72 percent

In addition to the monoline financial guarantor exposure related to

super senior CDOs we had $38.8 billion of notional exposure to mono-

lines that predominantly hedge corporate collateralized loan obligation

and CDO exposure as well as CMBS RMBS and other ABS cash and

synthetic exposures that were acquired from Merrill Lynch At

December 31 2008 the monoline wrap on our other guaranteed posi

tions was $5.9 billion of notional exposure Mark-to-market monoline

derivative credit exposure was $8.3 billion at December 31 2009 com

pared to $694 million at December 31 2008 This increase was driven

by the addition of Merrill Lynch exposures as well as credit deterioration

related to underlying counterparties partially offset by positive valuation

adjustments on legacy assets and terminated monoline contracts

At December 31 2009 the counterparty credit valuation adjustment

related to non-super senior CDO monollne derivative exposure was $4.1

billion which reduced our net mark-to-market exposure to $4.1 billion We

do not hold collateral against these derivative exposures Also during

2009 we recognized gains of $113 million for counterparty credit risk

related to these positions

With the Merrill Lynch acquisition we acquired loan with carrying

value of $4.4 billion as of December 31 2009 that is collateralized by U.S

super senior ABS CDOs Merrill Lynch originally provided financing to the

borrower for an amount equal to approximately 75 percent of the fair value

of the collateral The loan has full recourse to the borrower and all sched

uled payments on the loan have been received Events of default under the

loan are customary events of default including failure to pay interest when

due and failure to pay principal at maturity Collateral for the loan is

excluded from our CDO exposure discussions and the applicable tables
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Global Wealth In vestment Management

2009

Merrill Lynch

Global Wealth U.S Columbia

Dollars in millions Total Management Trust Management Other

Net interest income 5564 4567 1361 32 396

Noninterest income

Investment and brokerage services 9273 6130 1254 1090 799

All other income loss 3286 1684 48 201 1755

Total noniriterest income 12559 7814 1302 889 2554

Total revenue net of interest expense 18123 12381 2663 921 2158

Provision for credit osses 1061 619 442

Noninterest expense 13077 9411 1945 932 789

Income loss before income taxes 3985 2351 276 11 1369

Income tax expense benefit 1446 870 102 478

Net income loss 2539 1481 174 891

Net interest yield
12 2.53% 2.49% 2.58% n/rn n/rn

Return on average equity
13.44 18.50 3.39 n/rn n/rn

Efficiency ratio 12 72.16 76.01 73.03 n/rn n/rn

Year end total assets 14 $254192 $195175 $55371 $2717 n/rn

2008

Merrill Lynch

Global Wealth U.S Columbia

Dollars in millions
Total Management Trust Management Other

Net interest income 4797 3211 1570 10

Noninterest income

Investment and brokerage services 4059 1001 1400 1496 162

All other income loss 1047 58 18 1120

Total noninterest income 3012 1059 1418 376 159

Total revenue net of interest expense 7809 4270 2988 382 169

Provision for credit losses 664 561 103

Noninterest expense 4910 1788 1831 1126 165

Income loss before income taxes 2235 1921 1054 744

Income tax expense benefit 807 711 390 275 19

Net income loss 1428 1210 664 469 23

Net interest yield
2.97% 2.60% 3.05% n/rn n/m

Return on average equity 12.20 36.66 14.20 n/rn n/m

Efficiency ratio 121 62.87 41.88 61.26 n/m n/m

Year end total assets $189073 $137282 $57167 2923 n/m

Ill Effective January 2009 as result of the Merrill Lynch acquisition we combined Merrill Lynchs wealth management business aed our former Premier Banking Investments business to form Merrill Lynch Olobal

Wealth Management MLGWM
121 HE basis

l3 Aserage allocated equity for GWIM was $18.9 billion and $11.7 billion at December 31 2009 and 2008

141 Total assets include asset allocations to match liabilities i.e deposits

n/rn net meaningful

December31 Average Balance

Dollars in millions

2009 2008 2009 2008

Balance Sheet

Total loans and leases 99596 89401 $103398 87593

Total earning assets 11 219866 179319 219612 161685

Total assets 11 254192 189073 251969 170973

Total deposits 224840 176186 225980 160702

Ill Total earning assets and total assets include asset allocations to match liabilities i.e deposits
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GWIM provides wide offering of customized banking investment and

brokerage services tailored to meet the changing wealth management

needs of our individual and institutional customer base Our clients have

access to range of services offered through three primary businesses

MLGWM U.S Trust Bank of America Private Wealth Management U.S

Trust and Columbia The results of the Retirement Philanthropic Serv

ices business the Corporations approximate 34 percent economic

ownership interest in BlackRock and other miscellaneous items are

included in Other within GWIM

As part of the Merrill Lynch acquisition we added its financial advisors

and an economic ownership interest of approximately 50 percent in

BlackRock publicly traded investment management company During

2009 BlackRock completed its purchase of Barclays Global Investors an

asset management business from Barclays PLC which had the effect of

diluting our ownership interest in BlackRock and for accounting pur

poses was treated as sale of portion of our ownership interest As

result upon the closing of this transaction the Corporations economic

ownership interest in BlackRock was reduced to approximately 34 percent

and we recorded pre-tax gain of $1.1 billion

Net income increased $1.1 billion or 78 percent to $2.5 billion as

higher total revenue was partially offset by increases in noninterest

expense and provision for credit losses

Net interest income increased $767 million or 16 percent to $5.6

billion primarily due to the acquisition of Merrill Lynch partially offset by

lower net interest income allocation from ALM activities and the impact of

the migration of client balances during 2009 to Deposits and Home

Loans Insurance GWIMs average loan and deposit growth benefited

from the acquisition of Merrill Lynch and the shift of client assets from

off-balance sheet e.g money market funds to on-balance sheet prod

ucts e.g deposits partially offset by the net migration of customer rela

tionships more detailed discussion regarding migrated customer

relationships and related balances is provided in the following MLGWM
discussion

Noninterest income increased $9.5 billion to $12.6 billion
primarily

due to higher investment and brokerage services income driven by the

Merrill Lynch acquisition the $1.1 billion gain on our investment in

BlackRock and the lower level of support provided to certain cash funds

partially
offset by the impact of lower average equity market levels and

net outflows primarily in the cash complex

Provision for credit losses increased $397 million or 60 percent to

$1.1 billion reflecting the weak economy during 2009 which drove higher

net charge-offs in the consumer real estate and commercial
portfolios

including single large commercial charge-off

Noninterest expense increased $8.2 billion to $13.1 billion driven by

the addition of Merrill Lynch and higher FDIC insurance and special

assessment costs partially offset by lower revenue-related expenses

Client Assets

The following table presents client assets which consist of AUM client

brokerage assets assets in custody and client deposits

Client Assets

December31

Dollars in millions 2009 2008

Assets under management 749852 $523159

Client brokerage assets 111 1270461 172106

Assets in custody 274472 133726

Client deposits 224840 176186

Less Client brokerage assets and assets in

custody included in assets under management 346682 875191

Total net client assets $2172943 $917658

111 Client brokerage assets inclode non-discretionary brokerage and fee-based assets

The increase in net client assets was driven by the acquisition of

Merrill Lynch and higher equity market values at December 31 2009

compared to 2008
partially

offset by outflows that primarily occurred in

cash and money market assets due to increasing interest rate pressure

Merrill Lynch Global Wealth Management
Effective January 2009 as result of the Merrill Lynch acquisition we

combined the Merrill Lynch wealth management business and our former

Premier Banking Investments business to form MLGWM MLGWM pro

vides high-touch client experience through network of approximately

15000 client-facing financial advisors to our affluent customers with

personal wealth profile of at least $250000 of investable assets The

addition of Merrill Lynch created one of the largest financial advisor net

works in the world Merrill Lynch added $10.3 billion in revenue and $1.6

billion in net income during 2009 Total client balances in MLGWM which

include deposits AUM client brokerage assets and other assets in cus

tody were $1.4 trillion at December 31 2009

MLGWM includes the impact of migrating customers and their related

deposit and loan balances to or from Deposits and Home Loans

Insurance As of the date of migration the associated net interest

income noninterest income and noninterest expense are recorded in the

segment to which the customers migrated During 2009 total deposits of

$43.4 billion were migrated to Deposits from MLGWM Conversely during

2008 total deposits of $20.5 billion were migrated from Deposits to

MLGWM During 2009 and 2008 total loans of $16.6 billion and $1.7

billion were migrated from MLGWM of which $11.5 billion and $1.6 bil

lion were migrated to Home Loans Insurance These changes in 2009

were mainly due to client segmentation threshold changes resulting from

the Merrill Lynch acquisition
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Net income increased $271 million or 22 percent to $1.5 billion as

increases in noninterest income and net interest income were partially

offset by higher noninterest expense Net interest income increased $1.4

billion or 42 percent to $4.6 billion driven by higher average deposit and

loan balances due to the acquisition of Merrill Lynch partially offset by

lower net interest income allocation from ALM activities the impact of

migration to Deposits and Home Loans Insurance and spread com

pression on deposits Noninterest income rose $6.8 billion to $7.8 billion

due to an increase in investment and brokerage services income of $5.1

billion driven by the acquisition of Merrill Lynch Provision for credit losses

increased $58 million or 10 percent to $619 million primarily driven by

increased credit costs related to the consumer real estate portfolio

reflecting
the weak housing market Noninterest expense increased $7.6

billion to $9.4 billion driven by the acquisition of Merrill Lynch In addition

noninterest expense was adversely impacted by higher FDIC insurance

and special assessment costs

U.S Trust Bank of America Private Wealth Management

U.S Trust provides comprehensive wealth management solutions to

wealthy and ultra-wealthy clients with investable assets of more than $3

million In addition U.S Trust provides resources and customized sol

utions to meet clients wealth structuring investment management trust

and banking needs as well as specialty asset management services oil

and gas real estate farm and ranch timberland private businesses and

tax advisory Clients also benefit from access to resources available

through the Corporation including capital markets products large and

complex financing solutions and our extensive banking platform

Net income decreased $490 million or 74 percent to $174 million

driven by higher provision for credit losses and lower net interest income

Net interest income decreased $209 million or 13 percent to $1.4 bil

lion due to lower net interest income allocation from ALM activities

partially
offset by the shift of client assets from off-balance sheet e.g

money market funds to on-balance sheet products e.g deposits Non-

interest income decreased $116 million or eight percent to $1.3 billion

driven by lower investment and brokerage services income due to lower

valuations in the equity markets and decline in transactional revenues

offset by the addition of the Merrill Lynch trust business and lower losses

related to ARS Provision for credit losses increased $339 million to

$442 million driven by higher net charge-offs including single large

commercial charge-off and higher reserve additions in the commercial

and consumer real estate portfolios Noninterest expense increased

$114 million or six percent to $1.9 billion due to higher FDIC insurance

and special assessment costs and the addition of the Merrill Lynch trust

business which were partially
offset by cost containment strategies and

lower revenue-related expenses

Columbia Management

Columbia is an asset management business serving the needs of both

institutional clients and individual customers Columbia provides asset

management products and services including mutual funds and separate

accounts Columbia mutual fund offerings provide broad array of

investment strategies and products including equity fixed income

taxable and nontaxable and money market taxable and nontaxable

funds Columbia distributes its products and services to institutional cli

ents and individuals
directly through MLGWM U.S Trust Global Banking

and nonproprietary channels including other brokerage firms

During 2009 the Corporation reached an agreement to sell the long-

term asset management business of Columbia to Ameriprise Financial

Inc for consideration of approximately $900 million to $1.2 billion sub

ject to certain adjustments including among other factors AUM net

flows This includes the management of Columbias equity and fixed

income mutual funds and separate accounts The transaction is expected

to close in the second quarter of 2010 and is subject to regulatory

approvals and customary closing conditions including fund board fund

shareholder and other required client approvals

Columbia recorded net loss of $7 million compared to net loss of

$469 million in 2008 Net revenue increased $539 million due to

reduction in losses of $917 million related to support provided to certain

cash funds offset by lower investment and brokerage services income of

$406 million The decrease in investment and brokerage services income

was driven by the impact of lower average equity market levels and net

outflows primarily in the cash complex Noninterest expense decreased

$194 million driven by lower revenue-related expenses such as lower

sub-advisory distribution and dealer support expenses and reduced

personnel-related expenses

Cash Funds Support

Beginning in the second half of 2007 we provided support to certain cash

funds managed within Columbia The funds for which we provided support

typically invested in high quality short-term securities with portfolio

weighted-average maturity of 90 days or less including securities issued

by SlVs and senior debt holdings of financial services companies Due to

market disruptions certain investments in SIV5 and senior debt securities

were downgraded by the ratings agencies and experienced decline in fair

value We entered into capital commitments under which the Corporation

provided cash to these funds in the event the net asset value per unit of

fund declined below certain thresholds All capital commitments to these

cash funds have been terminated In 2009 and 2008 we recorded losses

of $195 million and $1.1 billion related to these capital
commitments

Additionally during 2009 and 2008 we purchased $1.8 billion and

$1.7 billion of certain investments from the funds As result of these

purchases certain cash funds including the Money Market Funds man

aged within Columbia no longer have exposure to SIV5 or other troubled

assets At December 31 2009 and 2008 we held AFS debt securities

with fair value of $902 million and $698 million of which $423 million

and $279 million were classified as nonperforming AFS debt securities

and had $171 million and $272 million of related unrealized losses

recorded in accumulated OCI The decline in value of these securities was

driven by the lack of market liquidity and the overall deterioration of the

financial markets These unrealized losses are recorded in accumulated

OCI as we expect to recover the full
principal

amount of such investments

and it is more-likely-than-not that we will not be required to sell the

investments prior to recovery

Other

Other includes the results of the Retirement Philanthropic Services busi

ness the Corporations approximately 34 percent economic ownership

interest in BlackRock and other miscellaneous items Our investment in

BlackRock is accounted for under the equity method of accounting with our

proportionate share of income or loss recorded in equity investment

income

Net income increased $868 million to $891 million compared to

2008 The increase was driven by higher noninterest income offset by

higher noninterest expense and lower net interest income Net interest

income decreased $406 million due to the funding cost on manage

ment accounting basis for carrying the BlackRock investment Noninterest

income increased $2.4 billion to $2.6 billion due to the addition of the

Retirement Philanthropic Services business from Merrill Lynch and

earnings from BlackRock which contributed $1.3 billion during 2009

including the $1.1 billion gain previously mentioned Noninterest expense

increased $624 million to $789 million primarily driven by the addition of

the Retirement Philanthropic Services business from Merrill Lynch
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All Other

2009 2008

Reported Securitization As Reported Securitization As

Dollars in millions Basjsl Offset
Adjusted

Basis Offset Adjusted

Net interest income $6922 9250 2328 $8019 8701 682

Noninterest income

Card income loss 895 2034 1139 2164 2250 86
Equity investment income 9020 9020 265 265

Gains on sales of debt securities 4440 4440 1133 1133
All other income loss 6735 115 6620 711 219 492

Total noninterest income 5830 2149 7979 2851 2031 820

Total revenue net of interest expense 1092 11399 10307 5168 6670 1502

Provision for credit losses 3431 11399 7968 3769 6670 2901
Merger and restructuring charges 2721 2721 935 935
All other noninterest expense 1997 1997 189 189

Income loss before income taxes 2379 2379 2523 2523
Income tax benefit 2857 2857 1283 1283

Net income loss 478 478 $1240 $1240
Ill Provision for credit losses represents the provision for credit losses in All Other combined with the Gtobal Card Senices securitization offset

121 The secsritization offset on net interest income is on funds transfer pricing methodology corsistent with the way faeding costs are allocated to the businesses

131 FTE basis

141 For more information on merger and restructuring charges see Note 2Merger and RestroctoringActivttytn the Consolidated Financial Statements

Dollars in millions 2009 2008

Balance Sheet

Average

Total loans and leases $155561 $135789
Total assets 11 21

239642 77244
Total deposits 103122 105725
Allocated equity 49015 16563

Year end

Total loans and lea_es $152944 $136163
Total assets 137382 79420
Total deposits 78618 86888

111 Loan amounts are net of the securitization offset of $98.5 billion and $104.4 billien for 2009 and 2008

and $89.7 billion and $101.0 billion at December 31 2009 and 2008

121 Inclades elimination of segmesto excess asset allocations to match liabilities i.e deposits of $511.0

billion and $413.1 billion for 2009 and 2008 and $561.6 billion and $439.2 billion at December 31

2009 and 2008

131 Increase in allocated equity was doe to capital raises during 2009

Global Card Seivices is reported on managed basis which includes

securitization impact adjustment which has the effect of assuming that

loans that have been securitized were not sold and presents these loans

in manner srnilar to the way loans that have not been sold are pre

sented All Others results include corresponding securitization offset

which removes the impact of these securitized loans in order to present

the consolidated results on GAAP basis i.e held basis See the

Global Card Sen.ices section beginning on page 41 for information on the

Global Card Sen/ices managed results The following All Other discussion

focuses on the results on an as adjusted basis excluding the securitiza

tion offset In addition to the securitizatjon offset discussed above All

Other includes our Equity Investments businesses and Other

Equity Investments includes Global
Principal Investments Corporate

Investments and Strategic Investments On January 2009 Global

Principal Investments added Merrill Lynchs principal investments The

combined business is comprised of diversified portfolio of investments

in private equity real estate and other alternative investments These

investments are made either
directly

in company or held through fund

with related income recorded in equity investment income Global Princi

pal Investments has unfunded equity commitments amounting to $2.5

billion at December 31 2009 related to certain of these investments For

more information on these commitments see Note 14 Commitments

and Contingencies to the Consolidated Financial Statements

Corporate Investments primarily includes investments in publicly

traded debt and equity securities and funds which are accounted for as

AFS marketable equity securities Strategic Investments includes invest

ments of $9.2 billion in CCB $5.4 billion in ltaii Unibanco Holding S.A

ltat Unibanco $2.5 billion in Grupo Financiero Santander S.A

Santander and other investments Our shares of Itaci Unibanco are

accounted for as AFS marketable equity securities Our investment in

Santander is accounted for under the equity method of accounting

In 2009 we sold 19.1 billion common shares representing our entire

initial investment in CCB for $10.1 billion resulting in pre-tax gain of

$7.3 billion During 2008 under the terms of the CCB purchase option

we increased our ownership by purchasing approximately 25.6 billion

common shares for $9.2 billion We continue to hold the shares pur

chased in 2008

These shares are accounted for at cost are recorded in other assets

and are non-transferable until August 2011 We remain significant

shareholder in CCB with an approximate 11 percent ownership interest

and intend to continue the important long-term strategic alliance with CCB

originally entered into in 2005 As part of this alliance we expect to con

tinue to provide advice and assistance to CCB
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The following table presents the components of All Others equity

investment income and reconciliation to the total consolidated equity

investment income for 2009 and 2008 and also All Others equity

investments at December 31 2009 and 2008

Equity Investment Income

Dollars in mllli005
2009 2008

Global Principal Investments 1222 84
Corporate Investments 88 5201

Strategic and other investments 7886 869

Total equity investment income included in

All Other 9020 265

Total equity investment income included in the

business segments 994 274

Total consolidated equity investment income $10014 539

Equity Investments

December 31

2009 2008

Global Principal Investments $14071 3812

Corporate Investments 2731 2583

Strategic and other investments 17860 25027

Total equity investments included in All Other $34662 $31422

Other includes the residential mortgage portfolio
associated with ALM

activities the residual impact of the cost allocation processes merger

and restructuring charges intersegment eliminations and the results of

certain businesses that are expected to be or have been sold or are in

the process of being liquidated Other also includes certain amounts

associated with ALM activities including the residual impact of funds

transfer
pricing

allocation methodologies amounts associated with the

change in the value of derivatives used as economic hedges of interest

rate and foreign exchange rate fluctuations impact of foreign exchange

rate fluctuations related to revaluation of foreign currency-denominated

debt fair value adjustments on certain structured notes certain gains

losses on sales of whole mortgage loans and gains losses on sales of

debt securities In addition Other includes adjustments to net interest

income and income tax expense to remove the FTE effect of items

primarily low-income housing tax credits that are reported on FTE basis

in the business segments Other also includes trust services business

which is client-focused business providing trustee services and fund

administration to various financial services companies

First Republic results are also included in Other First Republic

acquired as part of the Merrill Lynch acquisition provides personalized

relationship-based banking services including private banking private

business banking real estate lending trust brokerage and investment

management First Republic is stand-alone bank that operates primarily

on the west coast and in the northeast and caters to high-end customers

On October 21 2009 we reached an agreement to sell First Republic to

number of investors led by First Republics existing management Colony

Capital LLC and General Atlantic LLC The transaction is expected to

close in the second quarter of 2010 subject to regulatory approval

All Other recorded net income of $478 million in 2009 compared to

net loss of $1.2 billion in 2008 as higher total revenue driven by

increases in noninterest income net interest income and an income tax

benefit were partially offset by increased provision for credit losses

merger and restructuring charges and all other noninterest expense

Net interest income increased $1.6 billion to $2.3 billion primarily due

to unallocated net interest income related to increased liquidity driven in

part by capital raises during 2009 and the addition of First Republic in

2009

Noninterest income increased $7.2 billion to $8.0 billion driven by

higher equity investment income of $8.8 billion increased gains on sales

of debt securities of $3.3 billion and increased card income of $1.2 bil

lion These items were partially
offset by decrease in all other income of

$6.1 billion The increase in equity investment income was driven by

$7.3 billion gain on the sale of portion of our CCB investment and pos

itive valuation adjustments on public and private investments within

Global Principal Investments The decrease in all other income was driven

by the $4.9 billion negative credit valuation adjustments on certain Merrill

Lynch structured notes due to an improvement in credit spreads during

2009 In addition we recorded other-than-temporary impairments of $1.6

billion related to non-agency CMOs included in the ALM debt securities

portfolio during the year

Provision for credit losses increased $5.1 billion to $8.0 billion This

increase was primarily
due to higher credit costs related to our ALM resi

dential mortgage portfolio reflecting deterioration in the housing markets

and the impacts of weak economy

Merger and restructuring charges increased $1.8 billion to $2.7 billion

due to the Merrill Lynch and Countrywide acquisitions The Merrill Lynch

acquisition was accounted for in accordance with new accounting guid

ance for business combinations effective on January 2009 requiring

that acquisition-related transaction and restructuring costs be charged to

expense Previously these costs were recorded as an adjustment to

goodwill This change in accounting drove portion of the increase We

recorded $1.8 billion of merger and restructuring charges during 2009

related to the Merrill Lynch acquisition the majority of which related to

severance and employee-related charges The remaining merger and

restructuring charges related to Countrywide and ABN AMRO North Amer

ica Holding Company parent of LaSalle Bank Corporation LaSalle For

additional information on merger and restructuring charges and systems

integrations see Note Merger and Restructuring Activity to the Con

solidated Financial Statements All other noninterest expense increased

$1.8 billion to $2.0 billion due to higher personnel costs and $425 mil

lion charge to pay the U.S government to terminate its asset guarantee

term sheet

Income tax benefit in 2009 increased $1.6 billion primarily as result

of the release of portion of valuation allowance that was provided for

an acquired capital loss carryforward

Obligations and Commitments

We have contractual obligations to make future payments on debt and

lease agreements Additionally in the normal course of business we

enter into contractual arrangements whereby we commit to future pur

chases of products or services from unaffiliated parties Obligations that

are legally binding agreements whereby we agree to purchase products or

services with specific minimum quantity defined at fixed minimum or

variable price over specified period of time are defined as purchase

obligations Included in purchase obligations are commitments to pur

chase loans of $9.5 billion and vendor contracts of $9.1 billion The most

significant vendor contracts include communication services processing

services and software contracts Other long-term liabilities include our

contractual funding obligations related to the Qualified Pension Plans

Nonqualified Pension Plans and Postretirement Health and Life Plans the

Plans Obligations to the Plans are based on the current and projected

obligations of the Plans performance of the Plans assets and any partic

ipant contributions if applicable During 2009 and 2008 we contributed

$414 million and $1.6 billion to the Plans and we expect to make at

least $346 million of contributions during 2010
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Table presents total long-term debt and other obligations at December 31 2009

Table Long-term Debt and Other Obligations

December 31 2009

Due after Due after3

Due in Year through Years through Due after

Dollars in millions Year or Less Years Years Years Total

Long-term debt and capital
leases 99144 $124054 $72103 $143220 $438521

Operating
lease

obligations 3143 5072 3355 8143 19713

Purchase obligations 11957 3667 1627 2119 19370
Other long-term liabilities 610 1097 848 1464 4019

Total long-term debt and other obligations $114854 133890 77933 154946 $481623

Debt lease equity and other obligations are more fully discussed in

Note 13 Long-term Debt and Note 14 Commitments and Con

tingencies to the Consolidated Financial Statements The Plans are more

fully discussed in Note 17 Employee Benefit Plans to the Consolidated

Financial Statements

We enter into commitments to extend credit such as loan commit

ments standby letters of credit SBLCs and commercial letters of credit

to meet the financing needs of our customers For summary of the total

unfunded or off-balance sheet credit extension commitment amounts by

expiration date see the table in Note 14 Commitments and Con

tingencies to the Consolidated Financial Statements

Regulatory Initiatives

On November 12 2009 the Federal Reserve issued the final rule related

to changes to Regulation and on May 22 2009 the CARD Act was

signed into law For more information on the impact of these new regu

lations see Regulatory Overview on page 29
In December 2009 the Basel Committee on Banking Supervision

released consultative documents on both capital and
liquidity

In addition

we will begin Basel II parallel implementation during the second quarter of

2010 For more information see Basel Regulatory Capital Requirements

on page 64

On January 21 2010 the Federal Reserve Office of the Comptroller

of the Currency FDIC and Office of Thrift Supervision collectively joint

agencies issued final rule regarding risk-based capital and the impact

of adoption of new consolidation rules issued by the FASB The final rule

eliminates the exclusion of certain asset-backed commercial paper

ABCP program assets from risk-weighted assets and provides reser

vation of authority to permit the joint agencies to require banks to treat

structures that are not consolidated under the accounting standards as if

they were consolidated for risk-based capital purposes commensurate

with the risk relationship of the bank to the structure In addition the final

rule allows for an optional delay and phase-in for maximum of one year

for the effect on risk-weighted assets and the regulatory limit on the

inclusion of the allowance for loan and lease losses in Tier
capital

related to the assets that must be consolidated as result of the

accounting change The transitional relief does not apply to the leverage

ratio or to assets in VIEs to which bank provides implicit support We

have elected to forgo the phase-in period and accordingly we con

solidated the amounts for regulatory capital purposes as of January

2010 For more information on the impact of this guidance see Impact of

Adopting New Accounting Guidance on Consolidation on page 64
On December 14 2009 we announced our intention to increase lend

ing to small- and medium-sized businesses to approximately $21 billion

in 2010 compared to approximately $16 billion in 2009 This announce

ment is consistent with the U.S Treasurys initiative announced as part

of the Financial
Stability

Plan on February 2009 to help increase small

business owners access to credit As part of the initiative the U.S Treas

ury began making direct purchases of up to $15 billion of certain secu

rities backed by Small Business Administration SBA loans to improve

liquidity
in the credit markets and purchasing new securities to ensure

that financial institutions feel confident in extending new loans to small

businesses The program also temporarily raises guarantees to up to 90

percent in the SBAs loan program and temporarily eliminates certain SBA

loan fees We continue to lend to creditworthy small business customers

through small business credit cards loans and lines of credit products

In response to the economic downturn the FDIC implemented the

Temporary Liquidity Guarantee Program TLGP to strengthen confidence

and encourage liquidity in the banking system by allowing the FDIC to

guarantee senior unsecured debt e.g promissory notes unsubordinated

unsecured notes and commercial paper up to prescribed limits issued

by participating entities beginning on October 14 2008 and continuing

through October 31 2009 We participated in this program however as

announced in September 2009 due to improved market liquidity and our

ability to issue debt without the FDIC guarantee we with the FDICs

agreement exited the program and have stopped issuing FDIC

guaranteed debt At December 31 2009 we still had FDIC-guaranteed

debt outstanding issued under the TLGP of $44.3 billion The TLGP also

offered the Transaction Account Guarantee Program TAGP that guaran

teed noninterest-bearing deposit accounts held at participating FDIC

insured institutions on balances in excess of $250000 We elected to

opt out of the six-month extension of the TAGP which extends the program

to June 30 2010 We exited the TAGP effective December 31 2009

On September 21 2009 the Corporation reached an agreement to

terminate its term sheet with the U.S government under which the U.S

government agreed in
principle to provide protection against the possi

bility
of unusually large losses on pool of the Corporations financial

instruments that were acquired from Merrill Lynch In connection with the

termination of the term sheet the Corporation paid total of $425 mil

lion to the U.S government to be allocated among the U.S Treasury the

Federal Reserve and the FDIC

In addition to exiting the TARP as discussed on page 30 terminating

the U.S Governments asset guarantee term sheet and exiting the TLGP

including the TAGP we have exited or ceased participation in market dis

ruption liquidity programs created by the U.S government in response to

the economic downturn of 2008 We have exited or repaid borrowings

under the Term Auction Facility U.S Treasury Temporary Liquidity Guaran

tee Program for Money Market Funds ABCP Money Market Fund Liquidity

Facility Commercial Paper Federal Funding Facility Money Market

Investor Funding Facility Term Securities Lending Facility and Primary

Dealer Credit Facility

On November 17 2009 the FDIC issued final rule that required

insured institutions to prepay on December 30 2009 their estimated
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quarterly risk-based assessments for the fourth quarter of 2009 and for

all of 2010 2011 and 2012 For the fourth quarter of 2009 and for all of

2010 the prepaid assessment rate was based on each institutions total

base assessment rate for the third quarter of 2009 modified to assume

that the assessment rate in effect on September 30 2009 had been in

effect for the entire third quarter of 2009 The prepaid assessment rates

for 2011 and 2012 are equal to the modified third quarter 2009 total

base assessment rate plus three bps adjusted quarterly for an estimated

five percent annual growth rate in the assessment base through the end

of 2012 As the prepayment related to future periods it was recorded in

prepaid assets for financial reporting purposes and will be recognized as

expense over the coverage period

On May 22 2009 the FDIC adopted rule designed to replenish the

deposit insurance fund This rule established special assessment of

five bps on each FDIC-insured depository institutions assets minus its

Tier capital with maximum assessment not to exceed 10 bps of an

institutions domestic deposits This special assessment was calculated

based on asset levels at June 30 2009 and was collected on Sep

tember 30 2009 The Corporation recorded net charge of $724 million

in 2009 in connection with this assessment Additionally beginning

April 2009 the FDIC increased fees on deposits based on revised

risk-weighted methodology which increased the base assessment rates

Pursuant to the Emergency Economic Stabilization Act of 2008

EESA the U.S Treasury announced the creation of the Financial Stabil

ity
Plan This plan outlined series of key initiatives including new Capi

tal Assistance Program CAP to help ensure that banking institutions

have sufficient capital We as well as several other large financial

institutions are subject to the Supervisory Capital Assessment Program

SCAP conducted by federal regulators The objective of the SCAP is to

assess losses that could occur under certain economic scenarios includ

ing economic conditions more severe than anticipated As result of the

SCAP in May 2009 federal regulators determined that the Corporation

required an additional $33.9 billion of Tier common capital to sustain

more severe economic circumstances assuming more prolonged and

deeper recession over two-year period than the majority of both private

and government economists projected We achieved the increased capital

requirement during the first half of 2009 through strategic transactions

that increased common capital including the expected reductions in

preferred dividends and related reduction in deferred tax asset dis

allowances by approximately $39.7 billion and significantly exceeded the

SCAP buffer This Tier common capital increase resulted from the

exchange of approximately $14.8 billion aggregate liquidation preference

of non-government preferred shares into approximately 1.0 billion com

mon shares an at-the-market offering of 1.25 billion common shares for

$13.5 billion $4.4 billion benefit including associated tax effects

related to the sale of shares of CCB $3.2 billion benefit net of tax and

including an approximate $800 million reduction in goodwill and

intangibles related to the gain from the contribution of our merchant

processing business to joint venture $1.6 billion due to reduced actual

and forecasted preferred dividends throughout 2009 and 2010 related to

the exchange of preferred for common shares and $2.2 billion reduction

in the deferred tax asset disallowance for Tier common capital from the

preceding items

On March 2009 the U.S Treasury provided details related to the

$75 billion Making Home Affordable program MHA The MHA is focused

on reducing the number of foreclosures and making it easier for custom

ers to refinance loans The MHA consists of the Home Affordable Mod

ification Program HAMP which provides guidelines on first lien loan

modifications and the Home Affordable Refinance Program HARP which

provides guidelines for loan refinancing The HAMP is designed to help

at-risk homeowners avoid foreclosure by reducing payments This program

provides incentives to lenders to modify all
eligible

loans that fall under

the guidelines of this program The HARP is available to approximately

four to five million homeowners who have proven payment history on an

existing mortgage owned by the Federal National Mortgage Association

FNMA or the Federal Home Loan Mortgage Corporation FHLMC The

HARP is designed to help eligible homeowners refinance their mortgage

loans to take advantage of current lower mortgage rates or to refinance

adjustable-rate mortgages ARM into more stable fixed-rate mortgages

As part of the MHA program on April 28 2009 the U.S government

announced intentions to create the second lien modification program

2MP that will be designed to reduce the monthly payments on qualifying

home equity loans and lines of credit under certain conditions including

completion of HAMP modification on the first mortgage on the property

This program will provide incentives to lenders to modify all eligible loans

that fall under the guidelines of this program On January 26 2010 we

formally announced that we will participate in the 2MP once program

details are finalized We will modify eligible second liens regardless of

whether the MHA modified first lien is serviced by Bank of America or

another participating servicer

Another addition to the HAMP is the recently announced Home Afford

able Foreclosure Alternatives HAFA program to assist borrowers with

non-retention options instead of foreclosure The HAFA program provides

incentives to lenders to assist all eligible borrowers that fall under the

guidelines of this program Our first goal is to work with the borrower to

determine if loan modification or other homeownership retention sol

ution is available before pursuing non-retention options such as short

sales Short sales are an important option for homeowners who are fac

ing financial difficulty
and do not have viable option to remain in the

home HAFAs short sale guidelines are designed to streamline and

standardize the process and will be compatible with Bank of Americas

new cooperative short sale program

As of January 2010 approximately 220000 Bank of America custom

ers were already in trial-period
modification under the MHA program We

will continue to help our customers address financial challenges through

these government programs and our own home retention programs

Managing Risk

Overview

The Corporations risk management infrastructure is evolving to meet the

challenges posed by the increased complexity of the financial services

industry and markets by our increased size and global footprint and by

the rapid and
significant

financial crisis of the past two years We have

redefined our risk framework articulated risk appetite approved by the

Board of Directors the Board and begun the roll out and implementation

of our risk plan While many of these processes and roles and

responsibilities continue to evolve and mature we will ensure that we con

tinue to enhance our risk management process with focus on clarity of

roles and accountabilities escalation of issues aggregation of risk and

data across the enterprise and effective governance characterized by

clarity and transparency

Given our wide range of business activities as well as the competitive

dynamics the regulatory environment and the geographic span of such

activities risk taking is an inherent activity for the Corporation Con

sequently we take comprehensive approach to risk management Risk

management planning is fully integrated with strategic financial and

customer/client planning so that goals and responsibilities are aligned

across the organization Risk is managed in systematic manner by

focusing on the Corporation as whole and managing risk across the

enterprise and within individual business units products services and

transactions We maintain governance structure that delineates the
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responsibilities for risk management activities as well as governance and

the oversight of those activities by executive management and the

Board

Economic capital is assigned to each business segment using risk-

adjusted methodology incorporating each segments stand-alone credit

market interest rate and operational risk components and is used to

measure risk-adjusted returns Executive management assesses and the

Board oversees the risk-adjusted returns of each business through

review and approval of strategic and financial operating plans By allocat

ing economic capital to and establishing risk appetite for line of

business we effectively manage the
ability to take on risk Businesses

operate within their credit market compliance and operational risk

standards and limits in order to adhere to the risk appetite These limits

are based on analyses of risk and reward in each line of business and

executive management is responsible for tracking and reporting perform

ance measurements as well as any exceptions to guidelines or limits The

Board monitors financial performance execution of the strategic and

financial operating plans compliance with the risk appetite and the

adequacy of internal controls through its committees

Our business exposes us to strategic credit market liquidity com

pliance operational and reputational risk Strategic risk is the risk that

adverse business decisions ineffective or inappropriate business plans

or failure to respond to changes in the competitive environment business

cycles customer preferences product obsolescence execution and/or

other intrinsic risks of business will impact our ability to meet our

objectives Credit risk is the risk of loss arising from borrowers or

counterpartys inability to meet its obligations Market risk is the risk that

values of assets and liabilities or revenues will be adversely affected by

changes in market conditions such as interest rate movements Liquidity

risk is the inability to accommodate
liability maturities and deposit with

drawals fund asset growth and meet contractual obligations through

unconstrained access to funding at reasonable market rates Compliance

risk is the risk posed by the failure to manage regulatory legal and eth

ical issues that could result in monetary damages losses or harm to our

reputation or image Operational risk is the risk of loss resulting from

inadequate or failed internal processes people and systems or external

events Reputational risk the risk that negative publicity will adversely

affect the Corporation is managed as natural part of managing the

other six types of risk The following sections Strategic Risk Management

on page 59 Liquidity Risk and Capital Management beginning on

page 59 Credit Risk Management beginning on page 66 Market Risk

Management beginning on page 91 Compliance Risk Management on

page 98 and Operational Risk Management beginning on page 98
address in more detail the specific procedures measures and analyses

of the major categories of risk that the Corporation manages
On October 28 2009 the Board approved the Risk Framework and

Risk Appetite Statement for the Corporation The Risk Framework is

designed to be used by our associates to understand risk management

activities including their individual roles and accountabilities The Risk

Framework defines how risk management is integrated into our core busi

ness processes and it defines the risk management governance struc

ture including managements involvement The risk management

responsibilities of the lines of business Governance and Control func

tions and Corporate Audit are also clearly defined The Risk Framework

reflects how the Board-approved risk appetite influences business and

risk strategy The management process i.e identify
and measure risk

mitigate and control risk monitor and test risk and report and review

risk was enhanced for execution across all business activities The Risk

Framework supports the accountability of the Corporation and its asso

ciates to ensure the integrity of assets and the quality of earnings The

Risk Appetite Statement defines the parameters under which we will take

risk to maximize our long-term results by ensuring the integrity of our

assets and the quality of our earnings Our intent is for our risk appetite

to reflect through the cycle view which will be reviewed and assessed

annually

Risk Management Processes and Methods

To ensure that our corporate goals and objectives risk appetite and

business and risk strategies are achieved we utilize risk management

process that is applied in executing all business activities All functions

and roles fall into one of three categories where risk must be managed

These are lines of business Governance and Control Global Risk Man

agement or other support groups and Corporate Audit

The lines of business are responsible for identifying and managing all

existing reputational and emerging risks in their business units since

this is where most of our risk-taking occurs Line of business manage
ment makes and executes the business plan and is closest to the chang

ing nature of risks and therefore we believe is best able to implement

procedures and controls that align to policies and limits Risk self-

assessments conducted by the business are used to identify risks and

calibrate the severity of potential risk issues These assessments are

reviewed by the lines of business and executive management including

senior Risk executives To the extent appropriate the assessments are

reviewed by the Board or its committees to ensure appropriate risk

management and oversight and to identify enterprise-wide issues Our

management processes structures and policies aid us in complying with

laws and regulations and provide clear lines for decision-making and

accountability Wherever practical we attempt to house decision-making

authority as close to the transaction as possible while retaining super

visory control functions from both inside and outside of the lines of busi

ness

The Governance and Control functions include our Risk Management

Finance Treasury Technology and Operations Human Resources and

Legal functions These groups are independent of the lines of business

and are organized with both line of business-aligned and enterprise-wide

functions The Governance and Control functions are accountable for set

ting policies standards and limits according to the Risk Appetite State

ment providing risk reporting and monitoring and ensuring

compliance For example in Global Risk Management senior risk

executive is assigned to each of the lines of business and is responsible

for the oversight of all the risks associated with that line of business and

ensuring compliance with policies standards and limits Enterprise-level

risk executives have responsibility to develop and implement the frame

work for policies and practices to assess and manage enterprise-wide

credit market compliance and operational risks

Corporate Audit provides an independent assessment of our manage

ment and internal control systems through testing of key processes and

controls across the organization Corporate Audit activities are designed

to provide reasonable assurance that resources are adequately pro

tected significant financial managerial and operating information is

materially complete accurate and reliable and employees actions are in

compliance with the Corporations policies standards procedures and

applicable laws and regulations

We use risk management process applied across the execution of

all business activities that is designed to
identify

and measure mitigate

and control monitor and test and report and review risks This process

enables us to review risks in an integrated and comprehensive manner

and make strategic and business decisions based on that comprehensive

view Corporate goals and objectives and risk appetite are established by

executive management approved by the Board and are inputs to setting

business and risk strategy which guide the execution of business activ

ities Governance continuous feedback and independent testing and

validation provide structured controls reporting and audit of the execution
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of risk processes and business activities Examples of tools methods

and processes used include self-assessments conducted by the lines of

business in concert with independent risk assessments by Governance

and Control part of identify and measure system of controls and

supervision which provides assurance that associates act in accordance

with laws regulations policies and procedures part of mitigate and

control independent testing of control and mitigation plans by Credit

Review and Corporate Audit part of monitor and test and summary

risk report which includes key risk metrics that measure the performance

of the Corporation against risk limits and the Risk Appetite Statement

part of report and review

The formal processes used to manage risk represent only one portion

of our overall risk management process Corporate culture and the

actions of our associates are also critical to effective risk management

Through our Code of Ethics we set high standard for our associates

The Code of Ethics provides framework for all of our associates to

conduct themselves with the highest integrity in the delivery of our prod

ucts or services to our customers We instill risk-conscious culture

through communications training policies procedures and organiza

tional roles and responsibilities Additionally we continue to strengthen

the linkage between the associate performance management process

and individual compensation to encourage associates to work toward

enterprise-wide risk goals

Board Oversight

The Board oversees management of the Corporations businesses and

affairs In its oversight of the Corporation the Boards goal is to set the

tone for the highest ethical standards and performance of our manage

ment associates and the Corporation as whole The Board strongly

believes that good corporate governance practices are important for

successful business performance Our corporate governance practices

are designed to align the interests of the Board and management with

those of our stockholders and to promote honesty and
integrity through

out the Corporation Over the past year we have enhanced our corporate

governance practices in many important ways and we continue to monitor

best practices to promote high level of performance from the Board

management and our associates The Board has adopted Corporate

Governance Guidelines that embody long-standing practices of the Corpo

ration as well as current corporate governance best practices

In 2009 the Board established special Board committee with five

non-management members the Special Governance Committee to

review and recommend changes in all aspects of the Boards activities In

recognition of the increased complexity of our company following the

major acquisitions of Merrill Lynch and Countrywide and the challenges

of the current business environment the Board has strengthened its

membership by appointing new directors who are independent of

management and demonstrate significant banking financial and invest

ment banking expertise In addition the Board has assessed and further

developed its structures and processes through which it fulfills its over

sight role by the following modifying committee membership and leader

ship to best leverage the abilities and backgrounds of the Board

members recasting the Asset Quality Committee as more targeted and

focused Credit Committee and establishing the Enterprise Risk Commit

tee such that these two committees together with the Audit Committee

work in complement to ensure that key aspects of risk capital and liquid

ity management are specifically overseen by committees with clear and

affirmative oversight responsibilities set forth in their committee charters

working with management and outside regulatory experts to redesign

management reports to the Board and committees periodically reviewing

the composition of the Board in
light

of the Corporations business and

structure to identify
and nominate director candidates who possess rele

vant experience qualifications attributes and skills to the Board and

enhancing the director orientation process to include among other

changes increased interaction with executive management and increased

focus on key risks

At the Corporation the Audit Credit and Enterprise Risk Committees

are charged with majority of the risk oversight responsibilities on behalf

of the Board In 2009 as noted above the Board recast the Asset Qual

ity
Committee as more targeted and focused Credit Committee and

established new Enterprise Risk Committee The Credit Committee

oversees among other things the management of our credit exposures

on an enterprise-wide basis our response to trends affecting those

exposures the adequacy of the allowance for credit losses and our credit

related policies The Enterprise Risk Committee among other things

oversees our management of and policies and procedures with respect to

material risks on an enterprise-wide basis including market risk interest

rate risk liquidity risk and reputational risk It also oversees our capital

management and
liquidity planning The Audit Committee retains over

sight responsibility for operational risk the integrity of our consolidated

financial statements compliance legal risk and overall policies and prac

tices relating to risk management In addition to the three risk oversight

committees the Compensation and Benefits Committee oversees the

Corporations compensation practices in order that they do not encourage

unnecessary and excessive risk taking by our associates

The Audit Credit and Enterprise Risk Committees work in tandem to

provide enterprise-wide oversight of the Corporations management and

handling of risk Each of these three committees reports regularly to the

Board on risk-related matters within its responsibilities and together this

provides the Board with integrated insight about our management of stra

tegic credit market liquidity compliance operational and reputational

risks

Starting in 2009 the Board formalized its process of approving the

Corporations articulation of its risk appetite which is used internally to

help the directors and management understand more clearly the

Corporations tolerance for risk in each of the major risk categories the

way those risks are measured and the key controls available that influ

ence the Corporations level of risk-taking The Board intends to under

take this process annually going forward The Board also approves at

high level following proposal by management the Corporations frame

work for managing risk

At meetings of the Board and the Audit Credit and Enterprise Risk

Committees directors receive updates from management regarding

enterprise risk management including our performance against the identi

fied risk appetite The Chief Risk Officer who is responsible for
instituting

risk management practices that are consistent with our overall business

strategy and risk appetite and the General Counsel who manages legal

risk both report directly to the Chief Executive Officer and lead manage

ments risk and legal risk discussions at Board and committee meetings

In addition the Corporate General Auditor who is responsible for assess

ing the companys control environment over significant financial mana

gerial and operating information is independent of management and

reports directly to the Audit Committee The Corporate General Auditor

also administratively reports to our Chief Executive Officer Outside of

formal meetings Board members have regular access to senior execu

tives including the Chief Risk Officer and the General Counsel
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Strategic Risk Management

Strategic risk is embedded in every line of business and is part of the

other major risk categories credit market liquidity compliance and

operational It is the risk that results from adverse business decisions

ineffective or inappropriate business plans or failure to respond to

changes in the competitive environment business cycles customer pref

erences product obsolescence regulatory environment business strat

egy execution and/or other inherent risks of the business including

reputational risk In the financial services industry strategic risk is high

due to changing customer and regulatory environments The Corporations

appetite for strategic risk is continually assessed within the context of the

strategic plan with strategic risks selectively and carefully taken to

maintain relevance in the evolving marketplace Strategic risk is managed

in the context of our overall financial condition and assessed managed

and acted on by the Chief Executive Officer and executive management

team Significant strategic actions such as material acquisitions or capi

tal actions are reviewed and approved by the Board

Using plan developed by management executive management and

the Board approve strategic plan every two to three years Annually

executive management develops financial operating plan and the Board

reviews and approves the plan Executive management with Board over

sight ensures that the plans are consistent with the Corporations strate

gic plan core operating tenets and risk appetite The following are

assessed in their reviews forecasted earnings and returns on capital the

current risk profile and changes required to support the plan current

capital and liquidity requirements and changes required to support the

plan stress testing results and other qualitative factors such as market

growth rates and peer analysis Executive management with Board over

sight performs similar analyses throughout the year and will define

changes to the financial forecast or the risk capital or liquidity positions

as deemed appropriate to balance and optimize between achieving the

targeted risk appetite and shareholder returns and maintaining the tar

geted financial strength

We use proprietary models to measure the capital requirements for

credit country market operational and strategic risks The economic

capital assigned to each line of business is based on its unique risk

exposures With oversight by the Board executive management assesses

the risk-adjusted returns of each business in approving strategic and

financial operating plans The businesses use economic capital to define

business strategies price products and transactions and evaluate client

profitability

Liquidity Risk and Capital Management

Funding and Liquidity Risk Management
We define liquidity risk as the potential inability to meet our contractual

and contingent financial obligations on- or off-balance sheet as they

come due Our primary liquidity objective is to ensure adequate funding

for our businesses throughout market cycles including during periods of

financial stress To achieve that objective we analyze and monitor our

liquidity risk maintain excess liquidity and access diverse funding sour

ces including our stable deposit base We define excess liquidity as read

ily available assets limited to cash and high-quality liquid unencumbered

securities that we can use to meet our funding requirements as those

obligations arise

Global funding and
liquidity

risk management activities are centralized

within Corporate Treasury We believe that centralized approach to fund

ing and liquidity risk management enhances our ability to monitor liquidity

requirements maximizes access to funding sources minimizes borrowing

costs and facilitates timely responses to liquidity events

The Board approves the Corporations liquidity policy and contingency

funding plan including establishing liquidity risk tolerance levels The

Asset and
Liability

Market Risk Committee ALMRC in conjunction with

the Board and its committees monitors our liquidity position and reviews

the impact of strategic decisions on our liquidity ALMRC is responsible

for managing liquidity risks and ensuring exposures remain within the

established tolerance levels ALMRC delegates additional oversight

responsibilities to the Risk Oversight Committee ROC which reports to

ALMRC ROC reviews and monitors our liquidity position cash flow fore

casts stress testing scenarios and results and implements our liquidity

limits and guidelines For more information refer to Board Oversight on

page 58

Under this governance framework we have developed the following

funding and liquidity risk management practices

Maintain excess liquidity at the parent company and selected sub

sidiaries including our bank and broker/dealer subsidiaries

Determine what amounts of excess liquidity are appropriate for these

entities based on analysis of debt maturities and other potential cash

outflows including those that we may experience during stressed

market conditions

Diversify funding sources considering our asset profile and
legal entity

structure

Perform contingency planning

Global Excess Liquidity Sources and Other Unencumbered Assets

We maintain excess liquidity
available to the parent company and

selected subsidiaries in the form of cash and high-quality liquid

unencumbered securities that together serve as our primary means of

liquidity risk mitigation We call these assets our Global Excess Liquidity

Sources and we limit the composition of high-quality liquid

unencumbered securities to U.S government securities U.S agency

securities U.S agency MBS and select group of non-U.S government

securities We believe we can quickly obtain cash for these securities

even in stressed market conditions through repurchase agreements or

outright sales We hold these assets in entities that allow us to meet the

liquidity requirements of our global businesses and we consider the

impact of potential regulatory tax legal and other restrictions that could

limit the
transferability of funds among entities

Our Global Excess Liquidity Sources totaled $214 billion at

December 31 2009 and were maintained as presented in the table

below

Table 10 Global Excess Liquidity Sources

December 31 2009

DoIars in bifflons

Parent company 99

Bank subsidiaries 89

Broker/dealers 26

Total global excess liquidity sources $214

As noted above the excess liquidity
available to the parent company

is held in cash and high-quality liquid unencumbered securities and

totaled $99 billion at December 31 2009 Typically parent company

cash is deposited overnight with Bank of America N.A

Our bank subsidiaries excess liquidity sources at December 31
2009 consisted of $89 billion in cash on deposit at the Federal Reserve

and high-quality liquid unencumbered securities These amounts are

distinct from the cash deposited by the parent company as previously

described In addition to their excess liquidity sources our bank sub-
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sidiaries hold significant amounts of other unencumbered securities that

we believe they could also use to generate liquidity
such as investment

grade ABS and municipal bonds Another way our bank subsidiaries can

generate incremental liquidity
is by pledging range of other

unencumbered loans and securities to certain FHLBs and the Federal

Reserve Discount Window The cash we could have obtained at

December 31 2009 by borrowing against this pool of specifically
identi

fied eligible assets was approximately $187 billion We have established

operational procedures to enable us to borrow against these assets

including regularly monitoring our total pool of eligible loan and securities

collateral Due to regulatory restrictions liquidity generated by the bank

subsidiaries may only be used to fund obligations within the bank sub

sidiaries and may not be transferred to the parent company or other

nonbank subsidiaries

Our broker/dealer subsidiaries excess liquidity sources at

December 31 2009 consisted of $26 billion in cash and high-quality

liquid unencumbered securities Our broker/dealers also held significant

amounts of other unencumbered securities we believe they could utilize

to generate additional liquidity including investment grade corporate

bonds ABS and equities Liquidity
held in broker/dealer subsidiary may

only be available to meet the
liquidity requirements of that entity and may

not be transferred to the parent company or other subsidiaries

Time to Required Funding and Stress Modellng

We use variety of metrics to determine the appropriate amounts of

excess liquidity to maintain at the parent company and our bank and

broker/dealer subsidiaries The primary metric we use to evaluate the

appropriate level of excess liquidity at the parent company is Time to

Required Funding This debt coverage measure indicates the number of

months that the parent company can continue to meet its unsecured

contractual obligations as they come due using only its Global Excess

Liquidity Sources without issuing any new debt or accessing any addi

tional liquidity sources We define unsecured contractual obligations for

purposes of this metric as senior or subordinated debt maturities issued

or guaranteed by Bank of America Corporation or Merrill Lynch Co Inc

including certain unsecured debt instruments primarily structured notes

which we may be required to settle for cash prior to maturity ALMRC has

established minimum target for Time to Required Funding of 21

months Time to Required Funding was 25 months at December 31

2009

We also utilize
liquidity

stress models to assist us in determining the

appropriate amounts of excess liquidity to maintain at the parent com

pany and our bank and broker/dealer subsidiaries We use these models

to analyze our potential contractual and contingent cash outflows and

liquidity requirements under range of scenarios with varying levels of

severity and time horizons These scenarios incorporate market-wide and

Corporation-specific events including potential credit rating downgrades

for the parent company and our subsidiaries We consider and utilize

scenarios based on historical experience regulatory guidance and both

expected and unexpected future events

We consider all sources of funds that we could access during each

stress scenario and focus particularly on matching available sources with

corresponding liquidity requirements by legal entity We also use the

stress modeling results to manage our asset-liability profile and establish

limits and guidelines on certain funding sources and businesses

Dversifled Funding Sources

We fund our assets primarily with mix of deposits and secured and

unsecured liabilities through globally coordinated funding strategy We

diversify our funding globally across products programs markets curren

cies and investor bases

We fund substantial portion of our lending activities through our

deposit base which was $992 billion at December 31 2009 Deposits

are primarily generated by our Deposits Global Banking and GWM seg

ments These deposits are diversified by clients product types and geog

raphy Domestic deposits may be insured by the FDIC We consider

substantial portion of our deposits to be stable low-cost and consistent

source of funding We believe this deposit funding is generally less sensi

tive to interest rate changes market volatility or changes in our credit

ratings than wholesale funding sources

Certain consumer lending activities primarily
in our banking subsidiaries

may be funded through securitizations Included in these consumer lending

activities are the extension of mortgage credit card auto loans home

equity loans and lines of credit If securitization markets are not available to

us on favorable terms we typically finance these loans with deposits or with

wholesale borrowings For additional information on securitizations see Note

Securitizations to the Consolidated Financial Statements

Our trading activities are primarily funded on secured basis through

repurchase and securities lending agreements Due to the underlying collateral

we believe this financing is more cost-efficient and less sensitive to changes in

our credit
ratings

than unsecured financing Repurchase agreements are gen

erally
short-term and often occur overnight Disruptions in secured financing

markets for financial institutions have occurred in prior
market cycles which

resulted in adverse changes in terms or significant reductions in the availability

of such financing We manage the liquidity risks arising from secured funding by

sourcing funding globally
from diverse group of counterparties providing

range of securities collateral and pursuing longer durations when we finance

lower-quality assets

Unsecured debt both short- and long-term is also an important source of

funding We may issue unsecured debt through syndicated U.S registered

offerings U.S registered
and unregistered medium-term note programs

non-U.S medium-term note programs non-U.S private placements U.S and

non-U.S commercial paper and through other methods We distribute sig

nificant portion of our debt offerings through our retail and institutional sales

forces to large diversified global
investor base Maintaining relationships with

our investors is an important aspect of our funding strategy We may also make

markets in our debt instruments to provide liquidity for investors

We issue the majority of our unsecured debt at the parent company and

Bank of America N.A During 2009 we issued $30.2 billion and $10.5 bil

lion of long-term senior unsecured debt at the parent company and Bank of

America N.A The primary benefits of this centralized financing strategy

include greater control reduced funding costs wider name recognition by

investors and greater flexibility to meet the variable funding requirements of

subsidiaries Where regulations time zone differences or other business

considerations make parent company funding impractical certain other sub

sidiaries may issue their own debt

We issue unsecured debt in variety of maturities and currencies to

achieve cost-efficient funding and to maintain an appropriate maturity

profile While the cost and availability of unsecured funding may be neg

atively impacted by general market conditions or by matters specific to

the financial services industry or Bank of America we seek to mitigate

refinancing risk by actively managing the amount of our borrowings that

we anticipate will mature within any month or quarter

At December 31 2009 our long-term debt was issued in the curren

cies presented in the following table
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Table 11 Long-term Debt By Major Currency

December 31 2009

Dollars in millions

U.S Dollar $281692
Euros 99917
Japanese Yen 19903
British Pound 16460
Australian Dollar 7973
Canadian Dollar 4894
Swiss Franc 2666
Other 5016

Total long-term debt $438521

We use derivative transactions to manage the duration interest rate and cur

rency risks of our borrowings considering the characteristics of the assets they

are funding For further details on our ALM activities refer to Interest Rate Risk

Management for Nontrading Activities beginning on page 95

We also
diversify our funding sources by issuing various types of debt

instruments including structured notes Structured notes are debt
obligations

that pay investors with returns linked to other debt or equity securities indices

currencies or commodities We typically hedge the returns we are obligated to

pay on these notes with derivative positions and/or in the underlying instru

ments so that from funding perspective the cost is similar to our other

unsecured long-term debt We could be required to immediately settle certain

structured note obligations for cash or other securities under certain circum

stances which we consider for liquidity planning purposes We believe how

ever that portion of such borrowings will remain outstanding beyond the

earliest put or redemption date At December 31 2009 we had outstanding

structured notes of $57 billion

Substantially all of our senior and subordinated debt obligations contain no

provisions that could trigger requirement for an early repayment require addi

tional collateral support result in changes to terms accelerate maturity or

create additional financial obligations upon an adverse change in our credit

ratings financial ratios earnings cash flows or stock price

The U.S government and joint agencies have introduced various pro

grams to stabilize and provide liquidity to the U.S financial markets since

2007 We have participated in certain of these initiatives and we repaid

our borrowings under U.S government secured financing programs during

2009 We also participated in the FDICs TLGP which allowed us to issue

senior unsecured debt that it guaranteed in return for fee based on the

amount and maturity of the debt We issued $21.8 billion and $19.9 bil

lion of FDIC-guaranteed long-term debt in 2009 and 2008 We have also

issued short-term notes under the program At December 31 2009 we

had $41.7 billion outstanding under the program We no longer issue

debt under this program and all of our debt issued under TLGP will mature

by June 30 2012 Under this program our debt received the highest

long-term ratings from the major credit ratings agencies which resulted in

lower total cost of issuance than if we had issued non-FDIC guaranteed

long-term debt The associated FDIC fee for the 2009 issuances was

$554 million and is being amortized into expense over the stated term of

the debt For additional information on debt funding see Note 13 Long-

term Debt to the Consolidated Financial Statements

Contingency Planning

The Corporation maintains contingency funding plans that outline our

potential responses to liquidity stress events at various levels of severity

These policies and plans are based on stress scenarios and include

potential funding strategies communication and notification procedures

that we would implement in the event we experienced stressed
liquidity

conditions We periodically review and test the contingency funding plans

to validate efficacy and assess readiness

Our U.S bank subsidiaries can access contingency funding through

the Federal Reserve Discount Window Certain non-U.S subsidiaries have

access to central bank facilities in the jurisdictions in which they operate

While we do not rely on these sources in our liquidity modeling we main

tain the policies procedures and governance processes that would

enable us to access these sources if necessary

Credit Ratings

Our borrowing costs and
ability to raise funds are directly impacted by our

credit ratings In addition credit ratings may be important to customers or

counterparties when we compete in certain markets and when we seek to

engage in certain transactions including over-the-counter derivatives It is

our objective to maintain high quality credit ratings

Credit ratings and outlooks are opinions subject to ongoing review by

the ratings agencies and may change from time to time based on our

financial performance industry dynamics and other factors During 2009
the ratings agencies took numerous actions to adjust our credit ratings

and outlooks many of which were negative The ratings agencies have

indicated that our credit ratings currently reflect their expectation that if

necessary we would receive significant support from the U.S govern

ment In February 2010 Standard Poors affirmed our current credit

ratings but revised the outlook to negative from stable based on their

belief that it is less certain whether the U.S government would be willing

to provide extraordinary support Other factors that influence our credit

ratings include the ratings agencies assessment of the general operating

environment our relative positions in the markets in which we compete

reputation liquidity position the level and volatility of earnings corporate

governance and risk management policies capital position and capital

management practices

The credit ratings of Merrill Lynch Co Inc from the three major credit

ratings agencies are the same as those of Bank of America Corporation The

major credit ratings agencies have indicated that the primary drivers of Mer

rill Lynchs credit
ratings are Bank of Americas credit ratings

reduction in our credit ratings or the ratings of certain asset-backed

securitizations could
potentially have an adverse effect on our access to

credit markets the related cost of funds and our businesses If Bank of

America Corporation or Bank of America N.A commercial paper or short-

term credit ratings were downgraded by one level our incremental cost of

funds and potential lost funding could be material

The credit ratings of Bank of America Corporation and Bank of Amer

ica N.A as of February 26 2010 are reflected in the table below

Table 12 Credit Ratings

Bank of America Corporation Bank of America N.A

Long-term Subordinated Trust Preferred Short-term Long-term Long-term Short-term

Outlook Senior Debt Debt Preferred Stock Debt Senior Debt Deposits Debt

Moodys Investors Service Stable A2 A3 Baa3 Ba3 P-i Aa3 Aa3 P-i
Standard Poors Negative A- BB BB A-i A-i
Fitch Ratings Stable BB BB- Fi AA- Fi
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Regulatory Capital

At December 31 2009 the Corporation operated its banking activities

primarily
under two charters Bank of America N.A and FIA Card Serv

ices N.A With the acquisition of Merrill Lynch on January 2009 we

acquired Merrill Lynch Bank USA and Merrill Lynch Bank Trust Co FSB

Effective July 2009 Merrill Lynch Bank USA merged into Bank of Amer

ica N.A with Bank of America NA as the surviving entity Effective

November 2009 Merrill Lynch Bank Trust Co FSB merged into

Bank of America N.A with Bank of America N.A as the surviving entity

Further with the acquisition of Countrywide on July 2008 we acquired

Countrywide Bank FSB and effective April 27 2009 Countrywide Bank

FSB converted to national bank with the name Countrywide Bank N.A

and immediately thereafter merged with and into Bank of America N.A

with Bank of America N.A as the surviving entity

Certain corporate sponsored trust companies which issue trust pre

ferred securities Trust Securities are not consolidated under applicable

At December 31 2009 the Corporations Tier common capital Tier

capital total capital and Tier leverage ratios were 7.81 percent

10.40 percent 14.66 percent and 6.91 percent respectively

The Corporation calculates Tier common capital as Tier capital

including CES less preferred stock qualifying trust preferred securities

hybrid securities and qualifying noncontrolling interest CES is included in

Tier common capital based upon applicable regulatory guidance and our

expectation that the underlying Common Equivalent Stock would convert

into common stock following shareholder approval of additional

authorized shares Shareholders approved the increase in the number of

authorized shares of common stock at the special meeting of share

holders held on February 23 2010 and the Common Equivalent Stock

converted to common stock on February 24 2010 Tier common capital

increased to $120.4 billion at December 31 2009 compared to $63.3

billion at December 31 2008 The Tier common capital
ratio increased

301 bps to 7.81 percent This increase was driven primarily by the sec

ond quarter at-the-market common stock issuance and the preferred to

common stock exchanges which together represented benefit of 185

bps and the issuance of CES which together provided benefit of 138

bps to the Tier common capital ratio In addition Tier common capital

benefited from the common stock that was issued in connection with the

accounting guidance In accordance with Federal Reserve guidance Trust

Securities qualify as Tier capital with revised quantitative limits that will

be effective on March 31 2011 Such limits restrict certain types of capi

tal to 15 percent of total core capital elements for internationally active

bank holding companies In addition the Federal Reserve revised the

qualitative standards for capital instruments included in regulatory capi

tal Internationally active bank holding companies are those with con

solidated assets greater than $250 billion or on-balance sheet exposure

greater than $10 billion At December 31 2009 our restricted core capi

tal elements comprised 11.8 percent of total core capital elements

Table 13 provides reconciliation of the Corporations total shareholders

equity at December 31 2009 and 2008 to Tier common capital Tier capi

tal and total capital as defined by the regulations issued by the
joint agencies

See Note 16 Regulatory Requirements and Restrictions to the Consolidated

Financial Statements for more information on our regulatory capital

Merrill Lynch acquisition partially
offset by an increase in risk-weighted

assets due to the acquisition

Enterprise-wide Stress Testing

As part of our core risk management practices the Corporation con

ducts enterprise-wide stress tests on periodic basis to better under

stand earnings capital and liquidity sensitivities to certain economic

scenarios including economic conditions that are more severe than

anticipated These enterprise-wide stress tests provide an understanding

of the potential impacts to our risk profile capital and liquidity

Scenarios are selected by groupcomprised of senior line of business

risk and finance executives Impacts to each line of business from each

scenario are then analyzed and determined primarily leveraging the

models and processes utilized in everyday management routines Impacts

are assessed along with potential mitigating actions that may be taken in

each scenario Analysis from such stress scenarios is compiled for and

reviewed through our ROC ALMRC and the Enterprise Risk Committee of

the Board and serves to inform and be incorporated along with other core

business processes into decision making by management and the

Board The Corporation continues to invest in and improve stress testing

capabilities as core business process

Table 13 Reconciliation of Tier Common Capital Tier Capital and Total Capital
December31

Dollars in millions

2009 2008

Total common shareholders equity
$194236 $139351

Goodwill
86314 81934

Nonqualifying intangible assets
8299 4195

Net unrealized losses on AFS debt and marketable equity securities and net losses on derivatives

recorded in accumulated OCI net-of-tax
1034 5479

Unamortized net periodic benefit costs recorded in accumulated DCI net-of-tax
4092 4642

Exclusion of fair value adjustment related to the Merrill Lynch structured notes 3010

Common Equivalent Securities
19290

Disallowed deferred tax asset
7080

Other
425

Total Tier common capital
120394 63339

Preferred stock
17964 37701

Trust preferred securities
21448 18105

Noncontrolling interest
582 1669

Total Tier capital
160388 120814

Long-term
debt qualifying as Tier capital

43284 31312

Allowance for loan and lease losses
37200 23071

Reserve for unfunded lending commitments
1487 421

Other3 16282 3957

Total capital
$226077 $171661

Il Nonqualifying iotangible assets include cure deposit intangibles affinity relationships customer relationships and other intangibles

121 Represents loss on Merrill Lynch structured notes net-of-tax that is eecluded from Tier common capital Tier capital and total capital for regulatory purposes

131 Balance includes reduction of $18.7 billion and $6.7 billion related to allowance for loan and lease losses exceeding 1.25 percent of risk-weighted assets is 2009 and 2008 Balance also includes 45 percent uf the

pm-tao unrealized fair value adjustments on AFS marketable equity securities
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Off-Balance Sheet Liquidity Arrangements with Special

Purpose Entities

In the ordinary course of business we support our customers financing

needs by facilitating their access to the commercial paper market In

addition we utilize certain financing arrangements to meet our balance

sheet management funding and liquidity needs These activities utilize

special purpose entities SPE5 typically in the form of corporations lim

ited liability companies or trusts which raise funds by issuing short-term

commercial paper or other debt or equity instruments to third party

investors These SPE5 typically hold various types of financial assets

whose cash flows are the primary source of repayment for the liabilities of

the SPE5 Investors have recourse to the assets in the SPE and often

benefit from other credit enhancements such as overcollateralization in

the form of excess assets in the SPE liquidity facilities and other

arrangements As result the SPEs can typically obtain favorable credit

rating from the ratings agencies resulting in lower financing costs for us

and our customers

We have
liquidity agreements SBLCs and other arrangements with

SPEs as described below under which we are obligated to provide fund

ing in the event of market disruption or other specified event or other

wise provide credit support to the entities We also fund selected assets

via derivative contracts with third party SPEs under which we may be

At December 31 2009 our total liquidity exposure to SPEs was

$58.2 billion decrease of $10.0 billion from December 31 2008 The

decrease was attributable to decreases in commercial paper conduits

due to maturities and liquidations partially offset by the acquisition of

Merrill Lynch Legacy Merrill Lynch related exposures as of December 31
2009 were $4.9 billion in municipal bond trusts $3.3 billion in CDO

vehicles and $2.0 billion in credit-linked note and other vehicles

For more information on commercial paper conduits municipal bond

trusts CDO vehicles credit-linked note and other vehicles see Note

Variable Interest Entities to the Consolidated Financial Statements For

more information on home equity and credit card securitizations see

Note Securitizations to the Consolidated Financial Statements

required to purchase the assets at par value or the third party SPEs cost

to acquire the assets We manage our credit risk and any market risk on

these
liquidity arrangements by subjecting them to our normal under

writing
and risk management processes Our credit ratings and changes

thereto may affect the borrowing cost and liquidity of these SPEs In addi

tion significant changes in counterparty asset valuation and credit stand

ing may also affect the
ability

of the SPEs to issue commercial paper The

contractual or notional amount of these commitments as presented in

Table 14 represents our maximum possible funding obligation and is not

in managements view representative of expected losses or funding

requirements

The table below presents our liquidity exposure to unconsolidated

SPEs which include VIEs and QSPE5 VIEs are SPEs that lack sufficient

equity at risk or whose equity investors do not have controlling financial

interest QSPEs are SPE5 whose activities are strictly
limited to holding

and servicing financial assets As result of our adoption of new account

ing guidance on consolidation on January 2010 as discussed in the

following section we consolidated all multi-seller conduits asset acquis

ition conduits and credit card securitization trusts In addition we con

solidated certain home equity securitization trusts municipal bond trusts

and credit-linked note and other vehicles

Customer-sponsored conduits are established by our customers to

provide them with direct access to the commercial paper market We are

typically one of several liquidity providers for customers conduit We do

not provide SBLCs or other forms of credit enhancement to these con

duits Assets of these conduits consist primarily of auto loans and stu

dent loans The liquidity commitments benefit from structural protections

which vary depending upon the program but given these protections we

view the exposures as investment grade quality These commitments are

included in Note 14 Commitments and Contingencies to the Con

solidated Financial Statements As we typically provide less than 20

percent of the total liquidity commitments to these conduits and do not

provide other forms of support we have concluded that we do not hold

Table 14 Off-Balance Sheet Special Purpose Entities Liquidity Exposure

December 31 2009

DoIars in milhnns VIEs QSPES Total

Commercial paper conduits

Multi-seller conduits
$25135 $25135

Asset acquisition conduits
1232 1232

Home equity securitizatioris
14125 14125

Municipal bond trusts
3292 6492 9784

Collateralized debt obligation vehicles
3283 3283

Credit-linked note and other vehicles
1995 1995

Customer-sponsored conduits 368 368

Credit card securitizations 2288 2288

Total liquidity exposure $35305 $22905 $58210

December 31 2008

VIEs QSPEs Total

Commercial paper conduits

Multi-seller conduits
$41635 $41635

Asset acquisition conduits 2622 2622
Other corporate conduits 1578 1578

Home equity securitizations 13064 13064
Municipal bond trusts

3872 2921 6793
Collateralized debt obligation vehicles 542 542

Customer-sponsored conduits 980 980

Credit card securitizations 946 946

Total
liquidity exposure $49651 $18509 $68160
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significant variable interest in the conduits and they are not included in

our discussion of VIEs in Note Variable interest Entities to the Con

solidated Financial Statements

Impact of Adopting New Accounting Guidance on

Consolidation

On June 12 2009 the FASB issued new guidance on sale accounting

criteria for transfers of financial assets including transfers to QSPE5 and

consolidation of VIEs As described more fully
in Note Securitizations

to the Consolidated Financial Statements the Corporation routinely trans

fers mortgage loans credit card receivables and other financial instru

ments to SPE5 that meet the definition of QSPE which are not currently

subject to consolidation by the transferor Among other things this new

guidance eliminates the concept of QSPE and as result existing

QSPE5 generally will be subject to consolidation under the new guidance

This new guidance also significantly changes the criteria by which an

enterprise determines whether it must consolidate VIE as described

more fully
in Note Variable Interest Entities to the Consolidated Finan

cial Statements VIE is an entity typically an SPE which has insufficient

equity at risk or which is not controlled through voting rights
held by

In addition to recording the incremental assets and liabilities on the

Corporations Consolidated Balance Sheet we recorded an after-tax

charge of approximately $6 billion to retained earnings on January

2010 as the cumulative effect of adoption of these new accounting stan

dards The charge relates primarily to the addition of $11 billion of allow

ance for loan losses for the newly consolidated assets principally credit

card related

On January 21 2010 the joint agencies issued final rule regarding

risk-based capital and the impact of adoption of the new consolidation

guidance issued by the FASB The final rule allows for phase-in period

for maximum of one year for the effect on risk-weighted assets and the

regulatory limit on the inclusion of the allowance for loan and lease

losses in Tier capital related to the assets that are consolidated Our

current estimate of the incremental impact is decrease in our Tier and

Tier common capital ratios of 65 to 75 bps However the final capital

impact will be affected by certain factors including the final determi

nation of the cumulative effect of adoption of this new accounting guid

ance on retained earnings and limitations of deferred tax assets for risk-

based capital purposes The Corporation has elected to forgo the

phase-in period and consolidate the amounts for regulatory capital pur

poses as of January 2010 For more information refer to the Regu

latory
Initiatives section on page 55

equity investors Currently VIE is consolidated by the enterprise that

will absorb majority of the expected losses or expected residual returns

created by the assets of the VIE This new guidance requires that VIE

be consolidated by the enterprise that has both the power to direct the

activities that most significantly impact the VIEs economic performance

and the obligation to absorb losses or the right to receive benefits that

could potentially
be significant to the VIE This new guidance also

requires that an enterprise continually reassesses based on current

facts and circumstances whether it should consolidate the VIEs with

which it is involved

The table below shows the impact on preliminary basis of this new

accounting guidance in terms of incremental GAAP assets and risk-

weighted assets for those VIEs and QSPE5 that we consolidated on Jan

uary 2010 The assets and liabilities of the newly consolidated credit

card securitization trusts multi-seller commercial paper conduits home

equity lines of credit and certain other VIEs are recorded at their

respective carrying values The Corporation has elected to account for the

assets and liabilities of the newly consolidated asset acquisition

commercial paper conduits municipal bond trusts and certain other VIEs

under the fair value option

Basel Regulatory Capital Requirements

In June 2004 the Basel II Accord was published with the intent of more

closely aligning regulatory capital requirements with underlying risks sim

ilar to economic capital While economic capital is measured to cover

unexpected losses the Corporation also manages regulatory capital to

adhere to regulatory standards of
capital adequacy

The Basel II Final Rule Basel II Rules which was published on

December 2007 establishes requirements for the U.S implementation

and provided detailed capital requirements for credit and operational risk

under Pillar supervisory requirements under Pillar and disclosure

requirements under Pillar The Corporation will begin Basel II parallel

implementation during the second quarter of 2010

Financial institutions are required to successfully complete minimum

parallel qualification period before receiving regulatory approval to report

regulatory capital using the Basel II methodology During the parallel peri

od the resulting capital calculations under both the current Basel rules

and the Basel II Rules will be reported to the financial institutions regu

latory supervisors for at least four consecutive quarterly periods Once the

parallel period is successfully completed the financial institution will uti

lize Basel II as their methodology for calculating regulatory capital

three-year transitional floor period will follow after which use of Basel will

be discontinued

In July 2009 the Basel Committee on Banking Supervision released

consultative document entitled Revisions to the Basel II Market Risk

Table 15 Preliminary Incremental GAAP and Risk-weighted Assets Impact

Preliminary
Estimated

Incremental Incremental

GAAP Risk-Weighted

Dollars in billions

Assets Assets

Type of VIE/QSPE

Credit card securitization trusts
70

Asset-backed commercial paper conduits
15 11

Municipal bond trusts

Home equity lines of credit

Other

Total
$100 $25

Ill The Corporation undertsnk certain actions daring 2009 related to its off-balance sheet credit card securitization trusts As result sf these actions we included appronimately $63.6 billion of incremental risk-weighted

assets in its risk-based capital ratiss as of December 31 2009

121 Regulatory capital requirements changed effective January 2010 for all ABCP conduits The increase in risk-weighted assets in this table reflects the impact of these changes on all ABCP conduits including those

that were consolidated prior ts January 2010
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Framework that would significantly increase the capital requirements for

trading book activities if adopted as proposed The proposal recom

mended implementation by December 31 2010 but regulatory agencies

are currently evaluating the proposed rulemaking and related impacts

before establishing final rules As result we cannot determine the

implementation date or the final capital impact

In December 2009 the Basel Committee on Banking Supervision issued

consultative document entitled Strengthening the Resilience of the Bank

ing Sector If adopted as proposed this could increase
significantly the

aggregate equity that bank holding companies are required to hold by dis

qualifying certain instruments that previously have qualified as Tier capi

ta In addition it would increase the level of risk-weighted assets The

proposal could also increase the capital charges imposed on certain assets

potentially making certain businesses more expensive to conduct

Regulatory agencies have not opined on the proposal for implementation

We continue to assess the potential impact of the proposal

Common Share Issuances and Repurchases

In January 2009 the Corporation issued 1.4 billion shares of common

stock in connection with its acquisition of Merrill Lynch For additional

information regarding the Merrill Lynch acquisition see Note Merger

Common Stock Dividends

and Restructuring Activity to the Consolidated Financial Statements In

addition during the first quarter of 2009 we issued warrants to purchase

approximately 199.1 million shares of common stock in connection with

preferred stock issuances to the U.S government For more information

see the following preferred stock discussion During the second quarter of

2009 we issued 1.25 billion shares of common stock at an average

price of $10.77 per share through an at-the-market issuance program

resulting in gross proceeds of approximately $13.5 billion In addition we

issued approximately 7.4 million shares under employee stock plans

In connection with the TARP repayment approval the Corporation

agreed to increase equity by $3.0 billion through asset sales to be

approved by the Federal Reserve and contracted for by June 30 2010 To

the extent those asset sales are not completed by the end of 2010 the

Corporation must raise commensurate amount of common equity We

also agreed to raise up to approximately $1.7 billion through the issu

ance in 2010 of restricted stock in lieu of portion of incentive cash

compensation to certain of the Corporations associates as part of their

2009 year-end incentive payments

For more information regarding our common share issuances see

Note 15 Shareholders Equity and Earnings Per Common Share to the

Consolidated Financial Statements

The following table provides summary of our declared quarterly cash dividends on common stock during 2009 and through February 26 2010

Table 16 Common Stock Dividend Summary
Declaration Date Record Date

January 27 2010 March 52010
October 28 2009 December 2009

July 21 2009 September 2009

April 29 2009 June 2009

January 16 2009 March 2009

Payment Date

March 26 2010

December 24 2009

September 25 2009

June 26 2009

March 27 2009

Dividend Per Share

$0.01

0.01

0.01

0.01

0.01

Preferred Stock Issuances and Exchanges

During the second quarter of 2009 we completed an offer to exchange

up to approximately 200 million shares of common stock at an average

price of $12.70 for outstanding depositary shares of portions of certain

series of preferred stock In addition we also entered into agreements

with certain holders of other non-government perpetual preferred shares

to exchange their holdings of approximately $10.9 billion aggregate liqui

dation preference of perpetual preferred stock into approximately

800 million shares of common stock In total the exchange offer and

these privately negotiated exchanges covered the exchange of approx

imately $14.8 billion aggregate liquidation preference of perpetual pre

ferred stock into approximately 1.0 billion shares of common stock

During the second quarter of 2009 we recorded an increase to retained

earnings and net income applicable to common shareholders of approx

imately $580 million related to these exchanges This represents the net

of $2.6 billion benefit due to the excess of the carrying value of our

non-convertible preferred stock over the fair value of the common stock

exchanged This was partially offset by $2.0 billion inducement to con

vertible preferred shareholders The inducement represented the excess

of the fair value of the common stock exchanged which was accounted

for as an induced conversion of convertible preferred stock over the fair

value of the common stock that would have been issued under the origi

nal conversion terms

On December 2009 we received approval from the U.S Treasury

and Federal Reserve to repay the U.S governments $45.0 billion pre

ferred stock investment provided under TARP In accordance with the

approval on December 2009 we repurchased all outstanding shares

of Cumulative Perpetual Preferred Stock Series Series and Series

issued to the U.S Treasury as part of the TARP While participating in the

TARP we recorded $7.4 billion in dividends and accretion on the TARP

Preferred Stock and repayment will save us approximately $3.6 billion in

annual dividends and accretion We did not repurchase the related

common stock warrants issued to the U.S Treasury in connection with its

TARP investment The U.S Treasury recently announced its intention to

auction these warrants during March 2010 For more detail on the TARP

Preferred Stock refer to Note 15 Shareholders Equity and Earnings Per

Common Share to the Consolidated Financial Statements

The Corporation repurchased the TARP Preferred Stock through the use

of $25.7 billion in excess liquidity and $19.3 billion in proceeds from the

sale of 1.3 billion units of CES valued at $15.00 per unit The CES con

sisted of depositary shares representing interests in shares of Common

Equivalent Junior Preferred Stock Series Common Equivalent Stock and

warrants Contingent Warrants to purchase an aggregate 60 million

shares of the Corporations common stock Each depositary share

represented 1/1000th interest in share of Common Equivalent Stock

and each Contingent Warrant granted the holder the right to purchase

0.0467 of share of common stock for $01 per share Each depositary

share entitled the holder through the depository to proportional frac

tional interest in all
rights

and preferences of the Common Equivalent

Stock including conversion dividend liquidation and voting rights

The Corporation held special meeting of stockholders on Febru

ary 23 2010 at which we obtained stockholder approval of an amend

ment to our amended and restated certificate of incorporation to increase

the number of authorized shares of our common stock and following

effectiveness of the amendment on February 24 2010 the Common

Equivalent Stock converted in full into our common stock and
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the Contingent Warrants automatically expired without becoming

exercisable and the CES ceased to exist

Credit Risk Management
The economic recession accelerated in late 2008 and continued to

deepen into the first half of 2009 but has shown some signs of stabiliza

tion and possible improvement over the second half of the year Consum

ers continued to be under financial stress as unemployment and

underemployment remained at elevated levels and individuals spent lon

ger periods without work These factors combined with further reductions

in spending by consumers and businesses continued home price

declines and turmoil in sectors of the financial markets continued to

negatively impact both the consumer and commercial loan portfolios

During 2009 these conditions drove increases in net charge-offs and

nonperforming loans and foreclosed properties as well as higher commer

cial criticized utilized exposure and reserve increases across most portfo

lios The depth breadth and duration of the economic downturn as well

as the resulting impact on the credit quality of the loan portfolios remain

unclear into 2010

We continue to refine our credit standards to meet the changing

economic environment In our consumer businesses we have

implemented number of initiatives to mitigate losses These include

increased use of judgmental lending and adjustment of underwriting and

account and line management standards and strategies including

reducing unfunded lines where appropriate Additionally we have

increased collections loan modification and customer assistance infra

structures to enhance customer support In 2009 we provided home

ownership retention opportunities to approximately 460000 customers

This included completion of 260000 customer loan modifications with

total unpaid balances of approximately $55 billion and approximately

200000 customers who were in trial-period
modifications under the

governments Making Home Affordable program As of January 2010

approximately 220000 customers were in trial period modifications and

more than 12700 were in permanent modifications Of the 260000

modifications done during 2009 in terms of both the volume of mod

ifications and the unpaid principal balance associated with the underlying

loans most are in the portfolio serviced for investors and is not on our

balance sheet During 2008 Bank of America and Countrywide completed

230000 loan modifications The most common types of modifications

include rate reductions capitalization of past due amounts or combina

tion of rate reduction and capitalization of past due amounts which are

17 percent 21 percent and 40 percent respectively of modifications

completed in 2009 We also provide rate and payment extensions princi

pal forbearance or forgiveness and other actions These modification

types are generally considered TDRs except for certain short-term mod

ifications where we expect to collect the full contractual principal and

interest

number of initiatives have also been implemented in our small busi

ness commercial domestic portfolio including changes to underwriting

thresholds augmented by judgmental decision-making process by

experienced underwriters including increasing minimum FICO scores and

lowering initial line assignments We have also increased the intensity of

our existing customer line management strategies

To mitigate losses in the commercial businesses we have increased

the frequency and intensity of portfolio monitoring hedging activity and

our efforts in managing an exposure when we begin to see signs of

deterioration Our lines of business and risk management personnel use

variety of tools to continually monitor the ability of borrower or

counterparty to perform under its obligations It is our practice to transfer

the management of deteriorating commercial exposures to independent

Special Asset officers as credit approaches criticized levels Our experi

ence has shown that this discipline generates an objective assessment

of the borrowers financial health and the value of our exposure and

maximizes our recovery upon resolution As part of our underwriting proc

ess we have increased scrutiny around stress analysis and required pric

ing and structure to reflect current market dynamics Given the volatility of

the financial markets we increased the frequency of various tests

designed to understand what the
volatility

could mean to our underlying

credit risk Given the potential for single name risk associated with any

disruption in the financial markets we use real-time counterparty event

management process to monitor keycounterparties

Additionally we account for certain large corporate loans and loan

commitments including issued but unfunded letters of credit which are

considered utilized for credit risk management purposes that exceed our

single name credit risk concentration guidelines under the fair value

option These loans and loan commitments are then actively managed

and hedged principally by purchasing credit default protection By includ

ing the credit risk of the borrower in the fair value adjustments any credit

spread deterioration or improvement is recorded in other income immedi

ately as part of the fair value adjustment As result the allowance for

loan and lease losses and the reserve for unfunded lending commitments

are not used to capture credit losses inherent in any nonperforming or

impaired loans and unfunded commitments carried at fair value See the

Commercial Loans Carried at Fair Value section on page 81 for more

information on the performance of these loans and loan commitments

and see Note 20 Fair Value Measurements to the Consolidated Finan

cial Statements for additional information on our fair value option elec

tions

The acquisition of Merrill Lynch contributed to both our consumer and

commercial loans and commitments Acquired consumer loans consisted

of residential mortgages home equity loans and lines of credit and

direct/indirect loans principally securities-based lending margin loans

Commercial exposures were comprised of both investment and

non-investment grade loans and included exposures to CMBS monolines

and leveraged finance Consistent with other acquisitions we

incorporated the acquired assets into our overall credit risk management

processes

Consumer Portfolio Credit Risk Management
Credit risk management for the consumer portfolio begins with initial

underwriting and continues throughout borrowers credit cycle Stat

istical techniques in conjunction with experiential judgment are used in all

aspects of portfolio management including underwriting product pricing

risk appetite setting credit limits operating processes and metrics to

quantify and balance risks and returns Statistical models are built using

detailed behavioral information from external sources such as credit

bureaus and/or internal historical experience These models are

component of our consumer credit risk management process and are

used in part to help determine both new and existing credit decisions

portfolio management strategies including authorizations and line man

agement collection practices and strategies determination of the allow

ance for loan and lease losses and economic capital allocations for

credit risk

For information on our accounting policies regarding delinquencies

nonperforming status and charge-otis for the consumer portfolio see

Note Summaly of Significant Accounting Principles to the Con

solidated Financial Statements

Consumer Credit Portfolio

Weakness in the economy and housing markets elevated unemployment

and underemployment and tighter
credit conditions resulted in deterio

ration across most of our consumer portfolios during 2009 However
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during the last half of the year the unsecured consumer portfolios within

Global Card Sevices experienced lower levels of delinquency and by the

fourth quarter consumer credit began to stabilize and in some cases

improve As part of our ongoing risk mitigation and consumer client sup

port initiatives we have been working with borrowers to modify their loans

to terms that better align with their current ability to pay Under certain

circumstances we identify these as TDRs which are modifications where

an economic concession is granted to borrower experiencing financial

difficulty For more information on TDRs and portfolio impacts see Non-

performing Consumer Loans and Foreclosed Properties Activity beginning

on page 74 and Note Outstanding Loans and Leases to the Con

solidated Financial Statements

Table 17 presents our consumer loans and leases and our managed

credit card portfolio and related credit quality information Nonperforming

loans do not include consumer credit card consumer loans secured by

personal property or unsecured consumer loans that are past due as

these loans are generally charged off no later than the end of the month

in which the account becomes 180 days past due Real estate-secured

past due loans repurchased pursuant to our servicing agreement with

Government National Mortgage Association GNMA are not reported as

nonperforming as repayments are insured by the Federal Housing Admin

istration FHA Additionally nonperforming loans and accruing balances

past due 90 days or more do not include the Countrywide purchased

impaired loans even though the customer may be contractually past due

Loans that were acquired from Countrywide that were considered

impaired were written down to fair value upon acquisition In addition to

being included in the Outstandings column in the following table these

loans are also shown separately net of purchase accounting adjust

ments for increased transparency in the Countrywide Purchased

Impaired Loan Portfolio column For additional information see Note

Outstanding Loans and Leases to the Consolidated Financial Statements

Under certain circumstances loans that were originally
classified as

discontinued real estate loans upon acquisition have been subsequently

modified and are now included in the residential mortgage portfolio shown

below The impact of the Countrywide portfolio on certain credit statistics

is reported where appropriate Refer to the Countrywide Purchased

Impaired Loan Portfolio discussion beginning on page 71 for more

information

Loans that were acquired from Merrill Lynch were recorded at fair

value including those that were considered impaired upon acquisition

The Merrill Lynch consumer purchased impaired loan portfolio did not

materially alter the reported credit quality statistics of the consumer port

folios and is therefore excluded from the Countrywide Purchased

Impaired Loan Portfolio column and discussion that follows In addition

the nonperforming loans and delinquency statistics presented below

include the Merrill Lynch purchased impaired loan portfolio based on the

customers performance under the contractual terms of the loan At

December 31 2009 consumer loans included $47.2 billion from Merrill

Lynch of which $2.0 billion of residential mortgage and $146 million of

home equity loans were included in the Merrill Lynch purchased impaired

loan portfolio There were no reported net charge-offs on these loans

during 2009 as the initial fair value at acquisition date already considered

the estimated credit losses

Tabe 17 Consumer Loans and Leases

December31

Accruing Past Due 90 Countrywide Purchased

Outstandings Nonperforming1 Days or More Impaired Loan Portfolio

Doars in millions 2009 2008 2009 2008 2009 2008 2009 2008

Held basis

Residential mortgage $242129 $248063 $16596 $7057 $11680 372 $11077 $10013
Home equity 149126 152483 3804 2637 13214 14099
Discontinued real estate 14 14854 19981 249 77 13250 18097
credit card domestic 49453 64128 n/a n/a 2158 2197 n/a n/a
Credit card foreign 21656 17146 n/a n/a 500 368 n/a n/a

Direct/Indirect consumer 15
97236 83436 86 26 1488 1370 n/a n/a

Other consumer 3110 3442 104 91 n/a n/a

Total held $577564 $588679 $20839 $9888 $15829 $4311 $37541 $42209

Supplemental managed basis data

Credit card domestic $129642 $154151 n/a n/a 5408 $5033 n/a n/a
Credit card foreign 31182 28083 n/a n/a 799 717 n/a n/a

Total credit card managed $160824 $182234 n/a n/a 6207 $5750 n/a n/a

lii

Nonperforming held consumer loans and leases as percentage of outstanding consumer loens and leaseo were 3.61 percent 3.86 percent excluding the countixide purchased impaired loan portfolio and 1.68

percent 1.81 percent excluding the cosntride purchased impaired loan portfolio at December 31 2009 and 2008
121

Accruing held consumer loans and leases past due 90 days or more as percentage of outstanding consumer leans and leases were 2.74 percent 2.93 percent excluding countiide purchased impaired loan

portfolio and 0.73 percent 0.79 percent excluding the Cnuntrxside purchased impaired loan portfolio at December 31 2009 and 2008 Residentia mortgages accruing past due 90 days or more represent

reparchases of insured or guaranteed loans Sex Residential Mortgage discussion for more detsil

il Outstandings include foreign residential mortgages of $552 million at December 31 2009 mainly from the Merrill Lynch acquisition We did not bane any foreign residential mortgage loans at December 31 2008
141

Outotandings include $13.4 billion and $18.2 billion of pay option loans and $1.5 billion and $1.8 billion of subprime loans at December 31 2009 and 2008 We no longer originate these products
101

Outstandings include dealer financial services loans of $41.6 billion and $40.1 billion consumer lending sane of $19.7 billion and $28.2 billion securities-based ending margin loans of $12.9 billion and $0 and

foreign consumer loans of $8.0 billion and $1.8 billion at December 31 2009 and 2008 respectively

101

Outstandings incude consumer finance loans of $2.3 billion and $2.6 billies and ether foreign consumer loans of $709 million sod $618 million at December 31 2009 and 2008
n/a not spplicable

Bank of America 2009 67



Table 18 presents net charge-offs and related ratios for our consumer

loans and leases and net losses and related ratios for our managed

credit card portfolio
for 2009 and 2008 The reported net charge-off

ratios for residential mortgage home equity and discontinued real estate

benefit from the addition of the Countrywide purchased impaired loan

portfolio as the initial fair value adjustments recorded on those loans

upon acquisition already included the estimated credit losses

Table 18 Consumer Net Charge-offs/Net Losses and Related Ratios

Net Charge-offs/Losses

2009 2008
Dollars in mUli005 ______________________________________________________________________

Held basis

Residential mortgage
4350 925 1.74% 0.36%

Home equity
7050 3496 4.56 2.59

Discontinued real estate
101 16 0.58 015

Credit card domestic 6547 4161 12.50 6.57

Credit card foreign
1239 551 6.30 3.34

Direct/Indirect consumer 5463 3114 5.46 3.77

Other consumer
428 399 12.94 10.46

Total held
$25178 $12662 4.22 2.21

Supplemental managed basis data

Credit card domestic $16962 $10054 12.07 6.60

Credit card foreign
2223 1328 7.43 4.17

Total credit card managed $19185 $11382 11.25 6.18

11 Net charge-off/loss
ratios are calculated as held net charge-offs or managed net losses divided by average outstanding held or managed loans and leases

Net charge-off ratios excluding the Couotmside purchaxed impaired loan portfolio were 1.82 percent and 0.36 percent for residential mortgage 5.00 percent and 2.73 percent for home equity 5.57 percent and 1.33

percent for discontinued real extate and 4.52 percent and 2.29 percent for the total held portfolio for 2009 and 2008 These are the only product classifications materially impacted by the Oountr3wide purchased

impaired loan portfolio for 2009 and 2008 For all loan ond lease categories the dollar amounts of the net charge-offu were unchanged

We believe that the presentation of information adjusted to exclude

the impacts of the Countrywide purchased impaired loan portfolio
is more

representative of the ongoing operations and credit quality of the busi

ness As result in the following discussions of the residential mort

gage home equity and discontinued real estate portfolios we

supplement certain reported statistics with information that is adjusted to

exclude the impacts of the Countlywide purchased impaired loan portfo

lio In addition beginning on page 71 we separately disclose information

on the Countrywide purchased impaired loan portfolio

Reskienflal Mortgage

The residential mortgage portfolio which excludes the discontinued real

estate portfolio acquired with Countrywide makes up the largest percent

age of our consumer loan portfolio at 42 percent of consumer loans and

leases 43 percent excluding the Countrywide purchased impaired loan

portfolio at December 31 2009 Approximately 15 percent of the resi

dential portfolio is in GWM and represents residential mortgages that are

originated for the home purchase and refinancing needs of our affluent

customers The remaining portion of the portfolio
is mostly in All Other

and is comprised of both purchased loans as well as residential loans

originated for our customers which are used in our overall ALM activities

Outstanding loans and leases decreased $5.9 billion at

December 31 2009 compared to December 31 2008 due to lower bal

ance sheet retention of new originations paydowns and charge-offs as

well as sales and conversions of loans into retained MBS These

decreases were offset in part by the acquisition of Merrill Lynch and

GNMA repurchases Merrill Lynch added $21.7 billion of residential mort

gage outstandings as of December 31 2009 At December 31 2009

and 2008 loans past due 90 days or more and still accruing interest of

$11.7 billion and $372 million were related to repurchases pursuant to

our servicing agreements with GNMA where repayments are insured by

the FHA The increase was driven by the repurchase of delinquent loans

from securitizations during the year as we repurchase these loans for

economic reasons with no significant detrimental impact to our risk

exposure Excluding these repurchases the accruing loans past due 90

days or more as percentage of consumer loans and leases would have

been 0.72 percent 0.77 percent excluding the Countrywide purchased

impaired loan portfolio and 0.67 percent 0.72 percent excluding the

Countrywide purchased impaired loan portfolio at December 31 2009

and 2008

Nonperforming residential mortgage loans increased $9.5 billion

compared to December 31 2008 due to the impacts of the weak housing

markets and economic conditions and in part due to TDR5 For more

information on TDRs refer to the Nonperforming Consumer Loans and

Foreclosed Properties Activity discussion on page 74 and Note Out

standing Loans and Leases to the Consolidated Financial Statements At

December 31 2009 $9.6 billion or approximately 58 percent of the

nonperforming residential mortgage loans were greater than 180 days

past due and had been written down to their fair values Net charge-offs

increased $3.4 billion to $4.4 billion in 2009 or 1.74 percent 1.82

percent excluding the Countrywide purchased impaired portfolio of total

average residential mortgage loans compared to 0.36 percent 0.36

percent excluding the Countrywide purchased impaired portfolio for

2008 These increases reflect the impacts of the weak housing markets

and the weak economy See the Countrywide Purchased Impaired Loan

Portfolio discussion beginning on page 71 for more information

We mitigate portion of our credit risk through synthetic securitiza

tions which are cash collateralized and provide mezzanine risk protection

of $2.5 billion which will reimburse us in the event that losses exceed 10

bps of the original pool balance For further information regarding these

synthetic securitizations see Note Outstanding Loans and Leases to

the Consolidated Financial Statements The reported net charge-offs for

residential mortgages do not include the benefits of amounts

reimbursable under cash collateralized synthetic securitizations Adjusting

for the benefit of this credit protection the residential mortgage net

charge-off ratio in 2009 would have been reduced by 25 bps and four bps

in 2008 Synthetic securitizations and the protection provided by GSEs

together provided risk mitigation for approximately 32 percent and 48

percent of our residential mortgage portfolio at December 31 2009 and

2008 Our regulatory risk-weighted assets are reduced as result of

these risk protection transactions because we transferred portion of our

credit risk to unaffiliated parties At December 31 2009 and 2008 these

Net Charge-off/Loss Ratios 12

2009 2008
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transactions had the cumulative effect of reducing our risk-weighted

assets by $16.8 billion and $34.0 billion and strengthened our Tier

capital ratio by 11 bps and 24 bps and our Tier common capital ratio by

eight bps and 12 bps

Below is discussion of certain risk characteristics of the residential

mortgage portfolio excluding the Countrywide purchased impaired loan

portfolio which contributed to higher losses These characteristics

include loans with high refreshed LTVs loans which were originated at the

peak of home prices in 2006 and 2007 loans to borrowers located in the

states of California and Florida where we have concentrations and where

significant declines in home prices have been experienced as well as

interest-only loans Although the disclosures below address each of these

risk characteristics separately there is significant overlap in loans with

these characteristics which contributed to disproportionate share of

the losses in the portfolio Excluding the Countrywide purchased impaired

portfolio residential mortgage loans with all of these higher risk

characteristics comprised seven percent of the total residential mortgage

portfolio at December 31 2009 but have accounted for 31 percent of

the residential mortgage net charge-offs in 2009

Residential mortgage loans with greater than 90 percent but less

than 100 percent refreshed LW represented 11 percent of the residential

mortgage portfolio and loans with refreshed LIV greater than 100 per

cent represented 26 percent at December 31 2009 Of the loans with

refreshed LW greater than 100 percent 90 percent were performing at

December 31 2009 Loans with refreshed LIV greater than 100
per-

Of the residential mortgage portfolio $84.2 billion or 35 percent at

December 31 2009 are interest-only loans of which 89 percent were

performing Nonperforming balances on interest-only residential mortgage

loans were $9.1 billion or 55 percent of total nonperforming residential

mortgages Additionally net charge-offs on the interest-only portion of the

portfolio represented 58 percent of the total residential mortgage net

charge-offs for 2009

The Community Reinvestment Act CRA encourages banks to meet

the credit needs of their communities for housing and other purposes

particularly in neighborhoods with low or moderate incomes At

December 31 2009 our CRA portfolio comprised six percent of the total

residential mortgage loan balances but comprised 17 percent of non-

performing residential mortgage loans This portfolio also comprised 20

percent of residential mortgage net charge-offs during 2009 While

approximately 32 percent of our residential mortgage portfolio carries risk

mitigation protection only small portion of our CRA portfolio is covered

by this protection

We have sold and continue to sell mortgage and other loans including

mortgage loans to third-party buyers and to FNMA and FHLMC under

cent reflect loans where the outstanding book balance of the loan is

greater than the most recent valuation of the property securing the loan

The majority of these loans have refreshed LW greater than 100 per

cent due primarily to home price deterioration from the weakened econo

my Loans with refreshed FICO scores below 620 represented 16 percent

of the residential mortgage portfolio

The 2006 and 2007 vintage loans which represented 42 percent of

our residential mortgage portfolio
at December 31 2009 continued to

season and have higher refreshed LTVs and accounted for 69 percent of

nonperforming residential mortgage loans at December 31 2009 and

approximately 75 percent of residential mortgage net charge-offs during

2009

The table below presents outstandings nonperforming loans and net

charge-offs by certain state concentrations for the residential mortgage

portfolio California and Florida combined represented 43 percent of the

total residential mortgage portfolio and 47 percent of nonperforming resi

dential mortgage loans at December 31 2009 but accounted for 58

percent of the residential mortgage net charge-offs for 2009 The Los

Angeles-Long Beach-Santa Ana Metropolitan Statistical Area MSA within

California represented 12 percent and 13 percent of the total residential

mortgage portfolio at December 31 2009 and 2008 Additionally 37

percent and 24 percent of loans in California and Florida are in reference

pools of synthetic securitizations as described above which provide

mezzanine risk protection

agreements that contain representations and warranties related to

among other things the process for selecting the loans for inclusion in

sale and compliance with applicable criteria established by the buyer

Such agreements contain provisions under which we may be required to

either repurchase the loans or indemnify or provide other recourse to the

buyer or insurer if there is breach of the representations and warranties

that materially and adversely affects the interests of the buyer or pur

suant to such other standard established by the terms of such agree

ments We have experienced and continue to experience increasing

repurchase and similar demands from and disputes with buyers and

insurers We expect to contest such demands that we do not believe are

valid In the event that we are required to repurchase loans that have

been the subject of repurchase demands or otherwise provide

indemnification or other recourse this could significantly increase our

losses and thereby affect our future earnings For further information

regarding representations and warranties see Note Securitizations to

the Consolidated Financial Statements and Item 1A Risk Factors of this

Annual Report on Form 10-K

Table 19 Residential Mortgage State Concentrations

Year Ended

December 31 December 31

Outstandlngs Nonperforming Net Charge-offs

Dollars in millions 2009 2008 2009 2008 2009 2008

California 82329 84847 5967 $2028 $1726 $411
Florida 16518 15787 1912 1012 796 154
New York 16278 15539 632 255 66

Texas 10737 10804 534 315 59 20

Virginia 7812 9696 450 229 89 32

Other U.S/Foreign 97378 101377 7101 3218 1614 303

Total residential mortgage loans excluding the Countrywide purchased

impaired residential mortgage loan portfolio $231052 $238050 $16596 $7057 $4350 $925

Total Countrywide purchased impaired residential mortgage loan portfolio 11077 10013

Total residential mortgage loan portfolio $242129 $248063

Ill Represents acquired loans from Countiide that were considered impaired and written down to fair value upon acquisition date See page 71 for the discussion of the characteristics of the purchased impaired loans
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Home Equity

The home equity portfolio
is comprised of home equity lines of credit

home equity loans and reverse mortgages At December 31 2009

approximately 87 percent of the home equity portfolio was included in

Home Loans Insurance while the remainder of the portfolio was primar

ily in GWIM Outstanding balances in the home equity portfolio
decreased

$3.4 billion at December 31 2009 compared to December 31 2008 due

to charge-offs and management of credit lines in the legacy portfolio

partially offset by the acquisition of Merrill Lynch Of the loans in the

home equity portfolio at December 31 2009 and 2008 approximately

$26.0 billion or 18 percent and $23.2 billion or 15 percent were in

first lien positions 19 percent and 17 percent excluding the Countrywide

purchased impaired home equity loan portfolio For more information on

the Countrywide purchased impaired home equity loan portfolio see the

Countrywide Purchased Impaired Loan Portfolio discussion beginning on

page 71

Home equity unused lines of credit totaled $92.7 billion at

December 31 2009 compared to $107.4 billion at December 31 2008

This decrease was driven primarily by higher customer account net uti

lization and lower attrition as well as line management initiatives on dete

riorating accounts with declining equity positions partially
offset by the

Merrill Lynch acquisition The home equity line of credit utilization rate

was 56 percent at December 31 2009 compared to 52 percent at

December 31 2008

Nonperforming home equity loans increased $1.2 billion compared to

December 31 2008 due to the weak housing market and economic con

ditions and in part to TDRs For more information on TDR5 refer to the

Nonperforming Consumer Loans and Foreclosed Properties Activity
dis

cussion on page 74 and Note Outstanding Loans and Leases to the

Consolidated Financial Statements At December 31 2009 $721 mil

lion or approximately 20 percent of the nonperforming home equity

loans were greater than 180 days past due and had been written down to

their fair values Net charge-offs increased $3.6 billion to $7.1 billion for

2009 or 4.56 percent 5.00 percent excluding the Countrywide pur

chased impaired loan portfolio of total average home equity loans com

pared to 2.59 percent 2.73 percent excluding the Countrywide purchased

impaired loan portfolio in 2008 These increases were driven by con

tinued weakness in the housing markets and the economy

There are certain risk characteristics of the home equity portfolio

excluding the Countrywide purchased impaired loan portfolio which have

contributed to higher losses These characteristics include loans with

high refreshed CLTV5 loans originated at the peak of home prices in

2006 and 2007 and loans in geographic areas that have experienced the

most significant declines in home prices Home price
declines coupled

with the fact that most home equity loans are secured by second lien

positions have
significantly

reduced and in some cases eliminated all

collateral value after consideration of the first lien position Although the

disclosures below address each of these risk characteristics separately

there is significant overlap in loans with these characteristics which has

contributed to disproportionate share of losses in the portfolio Exclud

ing the Countrywide purchased impaired portfolio home equity loans with

all of these higher risk characteristics comprised 11 percent of the total

home equity portfolio at December 31 2009 but have accounted for 38

percent of the home equity net charge-offs for 2009

Home equity loans with greater than 90 percent but less than 100

percent refreshed CLTV5 comprised 12 percent of the home equity portfo

lio while loans with refreshed CLTVs greater than 100 percent comprised

31 percent of the home equity portfolio at December 31 2009 Net

charge-offs on loans with refreshed CLTV greater than 100 percent

represented 82 percent of net charge-offs for 2009 Of those loans with

refreshed CLTV greater than 100 percent 95 percent were performing at

December 31 2009 Home equity loans and lines of credit with

refreshed CLTV greater than 100 percent reflect loans where the balance

and available line of credit of the combined loans are equal to or greater

than the most recent valuation of the property securing the loan The

majority of these high refreshed CLTV ratios are due to the weakened

economy and home price declines In addition loans with refreshed

FICO score below 620 represented 13 percent of the home equity loans

at December 31 2009 Of the total home equity portfolio 68 percent at

December 31 2009 were interest-only loans

The 2006 and 2007 vintage loans which represent 49 percent of our

home equity portfolio continued to season and have higher refreshed

CLTV5 and accounted for 62 percent of nonperforming home equity loans

at December 31 2009 and approximately 72 percent of net charge-offs

for 2009 Additionally legacy Bank of America discontinued the program

of purchasing non-franchise originated home equity loans in the second

quarter of 2007 These purchased loans represented only two percent of

the home equity portfolio but accounted for 10 percent of home equity

net charge-offs for 2009

The table below presents outstandings nonperforming loans and net

charge-offs by certain state concentrations for the home equity portfolio

California and Florida combined represented 41 percent of the total home

equity portfolio
and 50 percent of nonperforming home equity loans at

December 31 2009 but accounted for 60 percent of the home equity

net charge-offs for 2009 In the New York area the New York-Northern

New Jersey-Long Island MSA made up 11 percent of outstanding home

equity loans at December 31 2009 but comprised only six percent of net

charge-offs for 2009 The Los Angeles-Long Beach-Santa Ana MSA within

California made up 11 percent of outstanding home equity loans at

December 31 2009 and 13 percent of net charge-offs for 2009

Table 20 Home Equity State Concentrations
Year Ended

December31 December31

Outstandings Nonperforming Net Charge-offs

Dollars in mi055s
2009 2008 2009 2008 2009 2008

California 38573 38015 $1178 857 $2669 $1464

Florida 16735 17893 731 597 1583 788

New York 8752 8602 274 176 262 96

New Jersey 8732 8929 192 126 225 96

Massachusetts 6155 6008 90 48 93 56

Other U.S/Foreign 56965 58937 1339 833 2218 996

Total home equity loans excluding the Countrywide purchased

impaired home equity portfolio $135912 $138384 $3804 $2637 $7050 $3496

Total Countrywide purchased impaired home equity portfolio 13214 14099

Total home equity portfolio $149126 $152483

51 Represents acquired loans from Countrywide that were considered impaired and written down to fair value at the acquisition date See page 71 for the discussion at the characteristics of the purchased impaired loans

70 Bank of America 2009



Discontinued Real Estate

The discontinued real estate portfolio totaling $14.9 billion at

December 31 2009 consisted of pay option and subprime loans

obtained in the Countrywide acquisition Upon acquisition the majority of

the discontinued real estate portfolio was considered impaired and writ

ten down to fair value At December 31 2009 the Countrywide pur

chased impaired loan portfolio comprised $13.3 billion or 89 percent of

the $14.9 billion discontinued real estate portfolio This portfolio is

included in All Other and is managed as part of our overall ALM activities

See the Countrywide Purchased Impaired Loan Portfolio discussion below

for more information on the discontinued real estate portfolio

At December 31 2009 the purchased non-impaired discontinued real

estate portfolio was $1.6 billion Loans with greater than 90 percent

refreshed LTVs and CLTVs comprised 25 percent of this portfolio and

those with refreshed FICO scores below 620 represented 39 percent of

the portfolio California represented 37 percent of the portfolio and 30

percent of the nonperforming loans while Florida represented nine percent

of the portfolio and 16 percent of the nonperforming loans at

December 31 2009 The Los Angeles-Long Beach-Santa Ana MSA within

California made up 15 percent of outstanding discontinued real estate

loans at December 31 2009

Countrywide Purchased Impaired Loan Portfolio

Loans acquired with evidence of credit quality deterioration since origi

nation and for which it is probable at purchase that we will be unable to

collect all contractually required payments are accounted for under the

accounting guidance for purchased impaired loans which addresses

accounting for differences between contractual and expected cash flows

to be collected from the Corporations initial investment in loans if those

differences are attributable at least in part to credit quality Evidence of

credit quality deterioration as of the acquisition date may include sta

tistics such as past due status refreshed FICO scores and refreshed

LTV5 Purchased impaired loans are recorded at fair value and the appli

cable accounting guidance prohibits carrying over or creation of valuation

allowances in the initial accounting The Merrill Lynch purchased impaired

consumer loan portfolio did not materially alter the reported credit quality

statistics of the consumer portfolios As such the Merrill Lynch consumer

purchased impaired loans are excluded from the following discussion and

credit statistics

Certain acquired loans of Countrywide that were considered impaired

were written down to fair value at the acquisition date As of

December 31 2009 the carrying value was $37.5 billion and the unpaid

principal balance of these loans was $47.7 billion Based on the unpaid

principal balance $30.6 billion have experienced no charge-offs and of

these loans 82 percent or $25.1 billion are current based on their con

tractual terms Of the $5.5 billion that are not current approximately 51

percent or $2.8 billion are in early stage delinquency During 2009 had

the acquired portfolios not been accounted for as impaired we would

have recorded additional net charge-offs of $7.4 billion During 2009 the

Countrywide purchased impaired loan portfolio experienced further credit

deterioration due to weakness in the housing markets and the impacts of

weak economy As such in 2009 we recorded $3.3 billion of provision

for credit losses which was comprised of $3.0 billion for home equity

loans and $316 million for discontinued real estate loans compared to

$750 million in 2008 In addition we wrote down Countrywide purchased

impaired loans by $179 million during 2009 as losses on certain pools of

impaired loans exceeded the original purchase accounting adjustment

The remaining purchase accounting credit adjustment of $487 million and

the allowance of $3.9 billion results in total credit adjustment of

$4.4 billion remaining on all pools of Countrywide purchased impaired

loans at December 31 2009 For further information on the purchased

impaired loan portfolio see Note Outstanding Loans and Leases to

the Consolidated Financial Statements

The following discussion provides additional information on the Coun

trywide purchased impaired residential mortgage home equity and dis

continued real estate loan portfolios Since these loans were written

down to fair value upon acquisition we are reporting this information

separately In certain cases we supplement the reported statistics on

these portfolios with information that is presented as if the acquired

loans had not been accounted for as impaired upon acquisition

Residential Mortgage

The Countrywide purchased impaired residential mortgage portfolio out-

standings were $11.1 billion at December 31 2009 and comprised 30

percent of the total Countrywide purchased impaired loan portfolio Those

loans with refreshed FICO score below 620 represented 33 percent of

the Countrywide purchased impaired residential mortgage portfolio at

December 31 2009 Refreshed LTVs greater than 90 percent after con

sideration of purchase accounting adjustments and refreshed LTVs

greater than 90 percent based on the unpaid principal balance repre

sented 65 percent and 80 percent of the purchased impaired residential

mortgage portfolio The table below presents outstandings net of pur

chase accounting adjustments and net charge-offs had the portfolio
not

been accounted for as impaired upon acquisition by certain state concen

trations

Table 21 Countrywide Purchased Impaired Loan Portfolio Residential Mortgage State Concentrations

Outstandings Purchased Impaired Portfolio Net Charge-offs
12

December 31 Year Ended December31

2009 2008 2009 2008

6142 5633 $496 $177

843 776 143 103

617 556 30 14

278 253 13

166 148

3031 2647 237

$11077

Dollars in millions

California

Florida

Virginia

Maryland

Texas

Other U.S/Foreign

Total Countrywide purchased impaired residential mortgage loan portfolio

133

$10013 $924 $438

111 Those loans that were originally classified as discontinued real estate loans open acqaisition and have been subseqaently modified are now included in the residential mortgage ovtstandings shown above Charge-side

on these loots prior to modification ore excluded from the amounts shown above and shown us discontinued reel estate churge-offs consistent with the product classification of the loon at the time of charge-off

121 Represents additional net charge-offs had tho portfolio not beee accounted torus impaired upon acquisition
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Table 22 Countrywide Purchased Impaired Portfolio Home Equity State Concentrations

Outstandings Purchased Impaired Portfolio Net Charge-offs
11

December 31 Year Ended December 31

Dollars in millions 2009 2008 2009 2008

California 4311 5110 $1769 744

Florida 765 910 320 186

Virginia 550 529 77 42

Arizona 542 626 203 79

Colorado 416 402 48 22

Other US/Foreign 6630 6522 1057 421

Total Countrywide purchased impaired home equity portfolio $13214 $14099 $3474 $1494

Represents additional net charge-offs had the portfolio not been accounted for as impaired upon acquisition

Discontinued Real Estate estate portfolio after consideration of purchase accounting adjustments

The Countrywide purchased impaired discontinued real estate out- Refreshed LTVs and CLTV5 greater than 90 percent based on the unpaid

standings were $13.3 billion at December 31 2009 and comprised 35 principal balance represented 80 percent of the purchased impaired

percent of the total Countrywide purchased impaired loan portfolio Those discontinued real estate portfolio at December 31 2009 The table below

loans with refreshed FICO score below 620 represented 51 percent of presents outstandings net of purchase accounting adjustments and net

the Countrywide purchased impaired discontinued real estate portfolio at charge-offs had the portfolio not been accounted for as impaired upon

December 31 2009 Refreshed LTVs and CLTVs greater than 90 percent acquisition by certain state concentrations

represented 52 percent of the purchased impaired discontinued real

Pay option ARMs have interest rates that adjust monthly and minimum

required payments that adjust annually subject to resetting of the loan if

minimum payments are made and deferred interest limits are reached

Annual payment adjustments are subject to 7.5 percent maximum

change To ensure that contractual loan payments are adequate to repay

loan the fully amortizing loan payment amount is re-established after

the initial five or 10-year period and again every five years thereafter

These payment adjustments are not subject to the 7.5 percent limit and

may be substantial due to changes in interest rates and the addition of

unpaid interest to the loan balance Payment advantage ARMs have inter

est rates that are fixed for an initial period of five years Payments are

subject to reset if the minimum payments are made and deferred interest

limits are reached If interest deferrals cause the loans principal balance

to reach certain level within the first 10 years of the loans the payment

is reset to the interest-only payment then at the 10-year point the fully

amortizing payment is required

The difference between the frequency of changes in the loans inter

est rates and payments along with limitation on changes in the mini

mum monthly payments to 7.5 percent per year can result in payments

that are not sufficient to pay all of the monthly interest charges i.e

negative amortization Unpaid interest charges are added to the loan

balance until the loan balance increases to specified limit which is no

more than 115 percent of the original
loan amount at which time new

monthly payment amount adequate to repay the loan over its remaining

contractual life is established

Home Equity

The Countrywide purchased impaired home equity outstandings were

$13.2 billion at December 31 2009 and comprised 35 percent of the

total Countrywide purchased impaired loan portfolio Those loans with

refreshed FICO score below 620 represented 21 percent of the Country

wide purchased impaired home equity portfolio at December 31 2009

Refreshed CLTVs greater than 90 percent represented 90 percent of the

purchased impaired home equity portfolio after consideration of purchase

accounting adjustments and 89 percent of the purchased impaired home

equity portfolio based on the unpaid principal balance at December 31
2009 The table below presents outstandings net of purchase accounting

adjustments and net charge-offs had the portfolio not been accounted for

as impaired upon acquisition by certain state concentrations

Table 23 Countrywide Purchased Impaired Loan Portfolio Discontinued Real Estate State Concentrations

Outstandings Purchased Impaired Portfolio Net Charge-offs
112

December 31 Year Ended December31

Dollars in millionsl 2009 2008 2009 2008

California 7148 9987 $1845 $1010

Florida 1315 1831 393 275

Arizona 430 666 151 61

Washington 421 492 30

Virginia 399 580 76 48

Other U.S/Foreign 3537 4541 517 297

Total Countrywide purchased impaired discontinued real estate loan portfolio $13250 $18097 $3012 $1699

Those loans that were originally classified as discontinued real estate loans upon acquisition and have been subsequently modified are now eocluded from amounts shown above Charge-offs on these loans prior to

modification are included in the amounts shown above consistent with the product classification of the loan at the time of charge-off

121 Represents additional set charge-offe had the portfolio not been accounted fnr as impaired upon acquisition
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At December 31 2009 the unpaid principal balance of pay option

loans was $17.0 billion with carrying amount of $13.4 billion including

$12.5 billion of loans that were impaired upon acquisition The total

unpaid principal balance of pay option loans with accumulated negative

amortization was $15.2 billion and accumulated negative amortization

from the original
loan balance was $1.0 billion The percentage of bor

rowers electing to make only the minimum payment on option ARMs was

65 percent at December 31 2009 We continue to evaluate our exposure

to payment resets on the acquired negatively amortizing loans and have

taken into consideration several assumptions regarding this evaluation

e.g prepayment rates We also continue to evaluate the potential for

resets on the Countrywide purchased impaired pay option portfolio Based

on our expectations 21 percent eight percent and two percent of the pay

option loan portfolio is expected to reset in 2010 2011 and 2012

respectively Approximately three percent are expected to reset there

after and approximately 66 percent are expected to repay prior to being

reset

We manage these purchased impaired portfolios including consid

eration for the home retention programs to modify troubled mortgages

consistent with our other consumer real estate practices

Credit Card Domestic

The consumer domestic credit card
portfolio is managed in Global Card

Services Outstandings in the held domestic credit card loan portfolio

decreased $14.7 billion at December 31 2009 compared to

December 31 2008 due to lower originations and transactional volume

the conversion of certain credit card loans into held-to-maturity debt secu

rities and charge-offs partially offset by lower payment rates and new

draws on previously securitized accounts For more information on this

conversion see Nofe Securitizations to the Consolidated Financial

Statements Net charge-offs increased $2.4 billion in 2009 to $6.5 billion

reflecting the weak economy including elevated unemployment under

employment and higher bankruptcies However held domestic loans 30

days or more past due and still accruing interest decreased $668 million

from December 31 2008 driven by improvement in the last three quar

ters of 2009 Due to the decline in outstandings the percentage of

balances 30 days or more past due and still accruing interest increased

to 7.90 percent from 7.13 percent at December 31 2008

Managed domestic credit card outstandings decreased $24.5 billion

to $129.6 billion at December 31 2009 compared to December 31
2008 due to lower originations and transactional volume and credit

losses
partially offset by lower payment rates The $6.9 billion increase in

managed net losses to $17.0 billion was driven by the same factors as

described in the held discussion above Managed loans that were 30

days or more past due and still accruing interest decreased $856 million

to $9.9 billion compared to $10.7 billion at December 31 2008 Similar

to the held discussion above the percentage of balances 30 days or

more past due and still accruing interest increased to 7.61 percent from

6.96 percent at December 31 2008 due to the decline in outstandings

Managed consumer credit card unused lines of credit for domestic

credit card totaled $438.5 billion at December 31 2009 compared to

$713.0 billion at December 31 2008 The $274.5 billion decrease was

driven primarily by account management initiatives on higher risk custom

ers in higher risk states and inactive accounts

The table below presents asset quality indicators by certain state

concentrations for the managed credit card domestic portfolio

Table 24 Credit Card Domestic State Concentrations Managed Basis

December31 Year Ended December 31

Accruing Past Due 90

Outstandings Days or More Net Losses

Dollars in millions 2009 2008 2009 2008 2009 2008

California 20048 24191 $1097 997 3558 1916
Florida 10858 13210 676 642 2178 1223
Texas 8653 10262 345 293 960 634

New York 7839 9368 295 263 855 531

New Jersey 5168 6113 189 172 559 316

Other U.S 77076 91007 2806 2666 8852 5434

Total credit card domestic loan portfolio $129642 $154151 $5408 $5033 $16962 $10054

Credit Card Foreign

The consumer foreign credit card portfolio is managed in Global Card

Services Outstandings in the held foreign credit card loan portfolio

increased $4.5 billion to $21.7 billion at December 31 2009 compared

to December 31 2008 primarily due to the strengthening of certain for

eign currencies particularly the British pound against the U.S dollar Net

charge-offs for the held foreign portfolio increased $688 million to $1.2

billion in 2009 or 6.30 percent of total average held credit card foreign

loans compared to 3.34 percent in 2008 The increase was driven primar

ily by weak economic conditions and higher unemployment also being

experienced in Europe and Canada including higher level of bank

ruptcies/insolvencies

Managed foreign credit card outstandings increased $3.1 billion to

$31.2 billion at December 31 2009 compared to December 31 2008

primarily due to the strengthening of certain foreign currencies partic

ularly the British pound against the U.S dollar Managed consumer for

eign loans that were accruing past due 90 days or more increased to

$799 million or 2.56 percent compared to $717 million or 2.55 per

cent at December 31 2008 The dollar increase was primarily due to the

strengthening of foreign currencies especially the British pound against

the U.S dollar further exacerbated by continuing weakness in the Euro

pean and Canadian economies Net losses for the managed foreign port

folio increased $895 million to $2.2 billion for 2009 or 7.43 percent of

total average managed credit card foreign loans compared to 4.17

percent in 2008 The increase in managed net losses was driven by the

same factors as described in the held discussion above

Managed consumer credit card unused lines of credit for foreign credit

card totaled $69.0 billion at December 31 2009 compared to $80.6 bil

lion at December 31 2008 The $11.6 billion decrease was driven

primarily by account management initiatives mainly on inactive accounts
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Direct/Indirect Consumer

At December 31 2009 approximately 45 percent of the direct/indirect

portfolio was included in Global Banking dealer financial services

automotive marine and recreational vehicle loans 22 percent was

included in Global Card Services consumer personal loans and other

non-real estate secured 24 percent in GWIM principally other non-real

estate secured and unsecured personal loans and securities-based lend

ing margin loans and the remainder in Deposits student loans

Outstanding loans and leases increased $13.8 billion to $97.2 billion

at December 31 2009 compared to December 31 2008 primarily due to

the acquisition of Merrill Lynch which included both domestic and foreign

securities-based lending margin loans partially
offset by lower out-

standings in the Global Card Services consumer lending portfolio Net

charge-offs increased $2.3 billion to $5.5 billion for 2009 or 5.46
per-

cent of total average direct/indirect loans compared to 3.77 percent for

2008 The dollar increase was concentrated in the Global Card Services

consumer lending portfolio driven by the effects of weak economy

including higher bankruptcies Net charge-off ratios in the consumer lend

ing portfolio
have also been impacted by significant slowdown in new

loan production due in part to tightening of underwriting criteria Net

charge-off ratios in the consumer lending portfolio were 17.75 percent

during 2009 compared to 7.98 percent during 2008 The weak economy

resulted in higher charge-offs in the dealer financial services portfolio

Loans that were past due 30 days or more and still accruing interest

declined compared to December 31 2008 driven by the consumer lend

ing portfolio

The table below presents asset quality indicators by certain state

concentrations for the direct/indirect consumer loan portfolio

Table 25 Direct/Indirect State Concentrations

December31 Year Ended December31

Accruing Past Due

Outstandings 90 Days or More Net Charge-offs

Doarsnmiions 2009 2008 2009 2008 2009
--

2008

California $11664 $10555 228 247 $1055 601

Texas 8743 7738 105 88 382 222

Florida 7559 7376 130 145 597 334

New York 5111 4938 73 69 272 162

Georgia 3165 3212 52 48 205 115

Other U.S/Foreign 60994 49617 900 773 2952 1680

Total direct/indirect loans $97236 $83436 $1488 $1370 $5463 $3114

Other Consumer

At December 31 2009 approximately 73 percent of the other consumer

portfolio was associated with portfolios from certain consumer finance

businesses that we have previously exited and are included in All Other

The remainder consisted of the foreign consumer loan portfolio which is

mostly included in Global Card Services and deposit overdrafts which are

recorded in Deposits

Nonperforming Consumer Loans and Foreclosed Properties

Activity

Table 26 presents nonperforming consumer loans and foreclosed proper

ties activity during 2009 and 2008 Nonperforming loans held for sale are

excluded from nonperforming loans as they are recorded at either fair

value or the lower of cost or fair value Nonperforming loans do not

include consumer credit card consumer loans secured by personal prop

erty or unsecured consumer loans that are past due as these loans are

generally charged off no later than the end of the month in which the

account becomes 180 days past due Real estate-secured past due

loans repurchased pursuant to our servicing agreements with GNMA are

not reported as nonperforming as repayments are insured by the FHA

Additionally nonperforming loans do not include the Countrywide pur

chased impaired portfolio For further information regarding nonperforming

loans see Note Summary of Significant Accounting Principles to the

Consolidated Financial Statements Total net additions to nonperforming

loans in 2009 were $11.0 billion compared to $6.4 billion in 2008 The

net additions to nonperforming loans in 2009 were driven primarily by the

residential mortgage and home equity portfolios reflecting
weak housing

markets and economy seasoning of vintages originated in periods of

higher growth and performing loans that were accelerated into non-

performing loan status upon modification into TDR Nonperforming

consumer real estate related TDRs as percentage of total non-

performing consumer loans and foreclosed properties were 21 percent at

December 31 2009 compared to five percent at December 31 2008

due primarily to increased modification volume during the year

The outstanding balance of real estate secured loan that is in

excess of the estimated property value less costs to sell is charged off

no later than the end of the month in which the account becomes 180

days past due unless repayment of the loan is insured by the FHA Prop

erty values are refreshed at least quarterly with additional charge-offs

taken as needed At December 31 2009 $10.7 billion or approximately

60 percent of the nonperforming residential mortgage loans and fore

closed properties comprised of $9.6 billion of nonperforming loans and

$1.1 billion of foreclosed properties were greater than 180 days past

due and had been written down to their fair values and $790 million or

approximately 20 percent of the nonperforming home equity loans and

foreclosed properties comprised of $721 million of nonperforming loans

and $69 million of foreclosed properties were greater than 180 days

past due and had been written down to their fair values

In 2009 approximately 16 percent and six percent of the net increase

in nonperforming loans were from Countrywide purchased non-impaired

loans and Merrill Lynch loans that deteriorated subsequent to acquisition

While we witnessed increased levels of nonperforming loans transferred

to foreclosed properties due to the lifting of various foreclosure mor

atoriums during 2009 the net reductions to foreclosed properties of $78

million were driven by sales of foreclosed properties and write-downs

Restructured Loans

As discussed above nonperforming loans also include certain loans that

have been modified in TDRs where economic concessions have been

granted to borrowers who have experienced or are expected to experience

financial difficulties These concessions typically result from the Corpo

rations loss mitigation activities and could include reductions in the

interest rate payment extensions forgiveness of principal forbearance or

other actions Certain TDRs are classified as nonperforming at the time of
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restructure and may only be returned to performing status after consider

ing the borrowers sustained repayment performance for reasonable

period generally six months Nonperforming TDR5 excluding those loans

modified in the purchased impaired portfolio are included in Table 26

The pace of modifications slowed during the second half of 2009 due

to the MHA and other programs where the loan goes through trial period

prior to formal modification For more information on our modification

programs see Regulatory Initiatives beginning on page 55

At December 31 2009 residential mortgage TDRs were $5.3 billion

an increase of $4.7 billion compared to December 31 2008 Non-

performing TDRs increased $2.7 billion during 2009 to $2.9 billion

Nonperforming residential mortgage TDRs comprised approximately 17

percent and three percent of total residential mortgage nonperforming

loans and foreclosed properties at December 31 2009 and 2008 Resi

dential mortgage TDRs that were performing in accordance with their

modified terms and excluded from nonperforming loans in Table 26 were

$2.3 billion an increase of $2.0 billion compared to December 31
2008

At December 31 2009 home equity TDR5 were $2.3 billion an

increase of $2.0 billion compared to December 31 2008 Nonperforming

TDR5 increased $1.4 billion during 2009 to $1.7 billion Nonperforming

home equity TDR5 comprised 44 percent and 11 percent of total home

equity nonperforming loans and foreclosed properties at December 31

2009 and 2008 Home equity TDR5 that were performing in accordance

with their modified terms and excluded from nonperforming loans in Table

26 were $639 million compared to $1 million at December 31 2008

Discontinued real estate TDRs totaled $78 million at December 31
2009 This was an increase of $7 million from December 31 2008 Of

these loans $43 million were nonperforming while the remaining $35

million were classified as performing at December 31 2009

We also work with customers that are experiencing financial difficulty

by renegotiating consumer credit card and consumer lending loans while

ensuring that we remain within Federal Financial Institutions Examination

Council FFIEC guidelines These renegotiated loans are excluded from

Table 26 as we do not classify consumer non-real estate unsecured loans

as nonperforming For further information regarding these restructured

and renegotiated loans see Note Outstanding Loans and Leases to

the Consolidated Financial Statements

Certain modifications of loans in the purchased impaired loan portfolio

result in removal of the loan from the purchased impaired portfolio pool

and subsequent classification as TDR These modified loans are

excluded from Table 26 For more information on TDRs renegotiated and

modified loans refer to Note Outstanding Loans and Leases to the

Consolidated Financial Statements

Table 26 Nonperforming Consumer Loans and Foreclosed Properties Activity

lrtollars in rrniltons 2009 2008

Nonperforming loans

Balance January 9888 3442

Additions to nonperforming loans

New noriaccrual loans and leases 21 28011 13421
Reductions in rionperforming loans

Paydowns and payoffs 1459 15271

Returns to
performing status

13 4540 18441
Charge-offs 9442 37291
Transfers to foreclosed properties 1618 18751

Transfers to loans held-for-sale

Total net additions to nonperforming loans 10951 6446

Total nonperforming loans December 31e 20839 9888

Foreclosed properties

Balance January 1506 276

Additions to foreclosed properties

New foreclosed properties 1976 2530
Reductions in foreclosed properties

Sales 1687 110771

Write-downs 367 2231

Total net additions reductionsl to forerfosed properties 78 1230

Total foreclosed properties December31 1428 1506

Nonperforming consumer loans and foreclosed properties December31 $22267 $11394

Nonperforming consumer loans as percentage of outstanding consumer loans and leases 3.61% 1.68%

Nortperforming consumer loans and foreclosed
properties as percentage of outstanding consumer loans and foreclosed properties 3.85 1.93

Balances do not include nonperforming LHFS of $2.9 biilion and $3.2 bihivo
in

2009 and 2008
i2 2009 nclodes $465 orillion of nooperforming loans acquired from Merrili Lynch

mi c000umer loaos may be restored to performing status when all priocipal and interest is current and foil repayment of the remainiog contractual principai and interest is expected or wheo the loon otherwise becomes

well-secured and ix in tho process of collection certain TDR5 are classified as nonperforming at the time of restructure and may only be returned to performing status after considering the borrowers sustained

repayment performance for reasooable period generaty six months

iSi Our poiicy is not to classify consumer credit card and consumer loans not secured by reai estate as nonperforming therefore the charge-offs on these loans have no impact on nonperforming activity

ii
Approximately haif of the 2009 and 2008 ironperforming loans are greater than 180 days past due and have been charged off to approximately 68 percent and 71 percent of original cost

ib Our policy into record any losses in the value of foreclosed properties as reduction in the otowance for credit losses during the first 90 days after transfer of loan Into foreclosed properties Thereafter all losses in

value are recorded as 000interevt expense New foreclosed properties in the table above are net of $818 million and $436 million of charge-otto in
2009 and 2008 taken during the first 90 days after transfer

irm 2009 includes $21 million of foreclosed properties acquired from Merrill Lynch 2008 includes $952 million of foreclosed properties acquired from Countrywide
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Commercial Portfolio Credit Risk Management
Credit risk management for the commercial portfolio begins with an

assessment of the credit risk profile
of the borrower or counterparty

based on an analysis of its financial position As part of the overall credit

risk assessment our commercial credit exposures are assigned risk

rating and are subject to approval based on defined credit approval stan

dards Subsequent to loan origination risk ratings are monitored on an

ongoing basis and if necessary adjusted to reflect changes in the finan

cial condition cash flow risk profile or outlook of borrower or counter-

party In making credit decisions we consider risk rating collateral

country industry and single name concentration limits while also balanc

ing the total borrower or counterparty relationship Our lines of business

and risk management personnel use variety of tools to continuously

monitor the ability
of borrower or counterparty to perform under its obli

gations We use risk
rating aggregations to measure and evaluate

concentrations within portfolios In addition risk ratings are factor in

determining the level of assigned economic capital and the allowance for

credit losses

For information on our accounting policies regarding delinquencies

nonperforming status and charge-offs for the commercial portfolio see

Note Summaly of Significant Accounting Principles to the Con

solidated Financial Statements

Management of Commercial Credit Risk Concentrations

Commercial credit risk is evaluated and managed with goal that concen

trations of credit exposure do not result in undesirable levels of risk We

review measure and manage concentrations of credit exposure by

industry product geography and customer relationship Distribution of

loans and leases by loan size is an additional measure of portfolio risk

diversification We also review measure and manage commercial real

estate loans by geographic location and property type In addition within

our international portfolio we evaluate borrowings by region and by coun

try Tables 31 34 38 39 and 40 summarize our concentrations Addi

tionally we utilize syndication of exposure to third parties loan sales

hedging and other risk mitigation techniques to manage the size and risk

profile of the loan portfolio

As part of our ongoing risk mitigation initiatives we attempt to work

with clients to modify their loans to terms that better align with their cur

rent ability
to pay In situations where an economic concession has been

granted to borrower experiencing financial difficulty we identify these

loans as TDR5

We account for certain large corporate loans and loan commitments

including issued but unfunded letters of credit which are considered uti

lized for credit risk management purposes that exceed our single name

credit risk concentration guidelines under the fair value option Lending

commitments both funded and unfunded are actively managed and

monitored and as appropriate credit risk for these lending relationships

may be mitigated through the use of credit derivatives with the Corpo

rations credit view and market perspectives determining the size and

timing of the hedging activity In addition credit protection is purchased

to cover the funded portion as well as the unfunded portion of certain

other credit exposures To lessen the cost of obtaining our desired credit

protection levels credit exposure may be added within an industry bor

rower or counterparty group by selling protection These credit derivatives

do not meet the requirements for treatment as accounting hedges They

are carried at fair value with changes in fair value recorded in other

income

Commercial Credit Portfolio

During 2009 continued housing value declines and economic stress

impacted our commercial portfolios which experienced higher levels of

losses Broad-based economic pressures including further reductions in

spending by consumers and businesses have also impacted commercial

credit quality indicators Loan balances continued to decline in 2009 as

businesses aggressively managed their working capital and production

capacity by maintaining low inventories deferring capital spending and

rationalizing staff and physical locations Additionally borrowers increas

ingly accessed the capital markets for financing while reducing their use

of bank credit facilities Risk mitigation strategies further contributed to

the decline in loan balances

Increases in nonperforming loans were largely driven by continued

deterioration in the commercial real estate and commercial domestic

portfolios Nonperforming loans and utilized reservable criticized

exposures increased from 2008 levels however during the second half

of 2009 the pace of increase slowed for nonperforming loans while reser

vable criticized exposure declined in the fourth quarter

The loans and leases net charge-off ratios increased across all

commercial portfolios The increase in commercial real estate net charge

offs during 2009 compared to 2008 was driven by both the

non-homebuilder and homebuilder portfolios although homebuilder portfo

lio net charge-offs declined in the second half of 2009 compared to the

first half of 2009 The increases in commercial domestic and commer

cial foreign net charge-offs were diverse in terms of borrowers and

industries

The acquisition of Merrill Lynch increased our concentrations to cer

tain industries and countries For more detail on the Merrill Lynch impact

see the Industry Concentrations discussion beginning on page 82 and the

Foreign Portfolio discussion beginning on page 86 There were also

increased concentrations within both investment and non-investment

grade exposures including monolines and certain leveraged finance and

CMBS positions
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Table 27 presents our commercial loans and leases and related

credit quality information at December 31 2009 and 2008 Loans that

were acquired from Merrill Lynch that were considered impaired were writ

ten down to fair value upon acquisition In addition to being included in

the Outstandings column below these loans are also shown sepa

rately net of purchase accounting adjustments for increased trans

parency in the Merrill Lynch Purchased Impaired Loan Portfolio column

Nonperforming loans and accruing balances 90 days or more past due do

not include Merrill Lynch purchased impaired loans even though the cus

tomer may be contractually past due The portion of the Merrill Lynch port-

folio that was not impaired at acquisition was recorded at fair value in

accordance with fair value accounting This adjustment to fair value

incorporates the interest rate creditworthiness of the borrower and mar

ket liquidity compared to the contractual terms of the non-impaired loans

at the date of acquisition For more information see Note Merger and

Restructuring Activity
and Note Outstanding Loans and Leases to the

Consolidated Financial Statements The acquisition of Countrywide and

related purchased impaired loan portfolio did not impact the commercial

portfolios

Table 28 Commercial Net Charge-offs and Related Ratios

Net Charge-offs Net Charge-off Ratios 123

Dollars in millions
2009 2008

--

2009 2008

Commercial loans and leases

Commercial domestic 14 $2190 519 1.09% 0.26%

Commercial real estate 2702 881 3.69 1.41

Commercial lease financing
195 60 0.89 0.27

Commercial foreign
537 173 1.76 0.55

5624 1639 1.72 0.52

Small business commercialdomestic 2886 1930 15.68 9.80

Total commercial $8510 $3569 2.47 1.07

Di Net charge-off ratios are calculated ao net chargeoffs dioided by average outstanding vans and leases excluding loans accounted for under the fair value option

i2l Net charge-art ratins excluding the Merrill Lynch purchased impaired loan portfolio were 1.08 percent for commercial domestic 3.60 percent for commercial real estate 1.49 percent fur commercial foreign and

2.41 percent far the tutu commercial portfolio in 2009 These are the only product classifications impacted by the Merrill Lynch purchased impaired nan portfolio in 2009

i3l

Although the Merrill Lynch purchased impaired portfolio way recorded at fair value at acquisition on Januarp 2009 actual credit losses have eeceeded the initial purchase accounting estimates Included above are

net charge-arts related to the Merrill Lynch purchased impaired partfalia in 2009sf $55 million for commercial domestic $88 million or commercial real estate and $90 million for commercial foreign

i41 Evcludes small business commercialdomestic

Table 27 Commercial Loans and Leases

December31

Merrill Lynch

Purchased

Accruing Past Due Impaired Loan

Outstandings Nonperforming
III 90 Days or More Portfolio

Dollars in millpnnsl 2009 2008 2009 2008 2009 2008 2009

Commercial loans and leases

Commercial domestic 31 181377 200088 4925 2040 213 381 $100

Commercial real estate 69447 64701 7286 3906 80 52 305

Commercial lease financing 22199 22400 115 56 32 23

Commercial foreign
_______

27079 31020 177 290 67 361

300102 318209 12503 6292 392 463 766

Small business commercial domestic 17526 19145 200 205 624 640

Total commercial loans excluding loans

measured at fair value 317628 337354 12703 6497 1016 1103 766

Total measured at fair value 4936 5413 15 87

Total commercial loans and leases 322564 342767 12718 6497 $1103 $1103 $766

lii Nooperforming commercial loans and leaves as percentage of outstanding cammercial loans and leases excluding loans measured at fair value were 4.00 percent 1401 percent eocluding the purchased impaired

loan portfolial and 1.93 percent at December 31 2009 and 2008

l2i Accruing commercial loans and leases past due 90 days or more as percentage of outstanding commercial loans and leases excluding loans measured at fair salon were 0.32 percent and 0.33 percent at

December 31 2009 and 2008 The December 31 2009 ratio remained unchanged excluding the purchased impaired loan partfuliu

131 Eocludex small business commercial domestic loans

14l Includes domestic cammercial real estate loans of $86.5 billion and $63.7 billion and foreign commercial real estate loans of $3.0 billion and $979 million at December 31 2009 and 2008

41 Small business commercial domestic including card related products

ixi Certain commercial loans are accounted fur under the fair value aption and include commercial domestic loans of $3.0 billion and $3.5 billion commercial foreign loans of $1.9 billion and $1.7 billion and

commercial real estate loans of $90 million and $203 million at December 31 2009 and 2008 See Note 20 Fair Value Measurements to the Consalidated Financial Statements for additional discussion of fair value

for certain financial instruments

Table 28 presents net charge-offs and related ratios for our commer

cial loans and leases for 2009 and 2008 The reported net charge-off

ratios for commercial domestic commercial real estate and commercial

foreign were impacted by the addition of the Merrill Lynch purchased

impaired loan portfolio as the initial fair value adjustments recorded on

those loans upon acquisition would have already included the estimated

credit losses
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Table 29 presents commercial credit exposure by type for utilized

unfunded and total binding committed credit exposure Commercial uti

lized credit exposure includes funded loans standby letters of credit

financial guarantees bankers acceptances and commercial letters of

credit for which the bank is legally bound to advance funds under pre

scribed conditions during specified period Although funds have not

been advanced these exposure types are considered utilized for credit

risk management purposes Total commercial committed credit exposure

decreased by $10.1 billion or one percent at December 31 2009

compared to December 31 2008 The decrease was largely driven by

reductions in loans and leases partially offset by an increase in

derivatives due to the acquisition of Merrill Lynch

Total commercial utilized credit exposure decreased to $494.4 billion

at December 31 2009 compared to $498.7 billion at December 31

2008 Funded loans and leases declined due to limited demand for

acquisition financing and capital expenditures in the large corporate and

middle-market portfolios and as clients utilized the improved capital

markets more extensively for their funding needs With the economic

outlook remaining uncertain businesses are aggressively managing work

ing capital and production capacity maintaining low inventories and

deferring capital spending The increase in derivative assets was driven

by the acquisition of Merrill Lynch substantially offset during 2009 by

maturing transactions mark-to-market adjustments from changing inter

est and foreign exchange rates as well as narrower credit spreads

The loans and leases funded utilization rate was 57 percent at

December 31 2009 compared to 58 percent at December 31 2008

Table 29 Commercial Credit Exposure by Type

December31

Total Commercial

Commercial Utilized 12 Commercial Unfunded 134 Committed

Dollars in millions 2009 2008 2009 2008 2009 2008

Loans and leases $322564 $342767 $293519 $300856 $616083 $643623

Derivative assets 80689 62252 80689 62252

Standby letters of credit and financial guarantees 70238 72840 6008 4740 76246 77580

Assets held-for-sale 16 13473 14206 781 183 14254 14389

Bankers acceptances 3658 3382 16 13 3674 3395

Commercial letters of credit 2958 2974 569 791 3527 3765

Foreclosed properties and other 797 328 797 328

Total commercial credit exposure $494377 $498749 $300893 $306583 $795270 $805332

lii At December 31 2009 total commercial utilized total commercial onfunded and total commercial committed esposure include $88.5 billion $25.7 billion and $114.2 billion respectively related to Merrill Lynch

Total commercial utilized exposure at December 31 2009 and 2008 includes loans and issued letters of credit accounted for under the fair value option and is comprised of loans outstanding of $4.9 billion and $5.4

billion and letters of credit with notional amount of $1.7 billion and $1.4 billion

Total commercial unfunded exposure at December 31 2009 and 2008 includes loan commitments accounted for under the fair value Option with notional amount of $25.3 billion usa $15.5 billion

14 Excludes unused business card lines which are not legally binding

15 Derivative assets are carried at fair value reflect the effects of legally enforceable master netting agreements and bane been reduced by cash collateral of $58.4 billion and $34.8 billion at December 31 2009 and

2008 Not ref ected in utilized and committed exposure is additional derivative collateral held of $18.2 billion and $13.4 billion which consists primarily of other marketable securities at December 31 2009 and 2008

Total commercial committed assets held-for-sale exposure consists of $9.0 billion and $12.1 billion of commercial LHFS exposure e.g commercial mortgage and leveraged finunce and $5.3 billion and $2.3 billion of

assets held-for-sale exposure at December 31 2009 and 2008

Table 30 presents commercial utilized reservable criticized exposure exposure rose by $21.7 billion
primarily

due to increases in commercial

by product type Criticized exposure corresponds to the Special Mention real estate and commercial domestic Commercial real estate increased

Substandard and Doubtful asset categories defined by regulatory author- $10.0 billion primarily
due to the non-homebuilder portfolio which has

ities In addition to reservable loans and leases excluding those been impacted by the weak economy partially
offset by decrease in the

accounted for under the fair value option exposure includes SBLCs homebuilder portfolio The $9.3 billion increase in commercial domestic

financial guarantees bankers acceptances and commercial letters of reflects deterioration across various lines of business and industries

credit for which we are legally
bound to advance funds under prescribed primarily in Global Banking At December 31 2009 approximately 85

conditions during specified period Although funds have not been percent of the loans within criticized reservable utilized exposure are

advanced these exposure types are considered utilized for credit risk secured

management purposes Total commercial utilized reservable criticized

Table 30 Commercial Utilized Reservable Criticized Exposure

December31

2009 2008

Dollars in millions
Amount Percent 11 Amount Percent

Commercial domestic $28259 11.66% $18963 7.20%

Commercial real estate 23804 32.13 13830 19.73

Commercial lease financing 2229 10.04 1352 6.03

Commercial foreign 2605 7.12 1459 3.65

56897 15.17 35604 8.99

1789 10.18 1333 6.94

$58686 14.94 $36937 8.90

Small business commercial domestic

Total commercial utilized reservable criticized exposure

is Percentages are calculated as commercial utilized resemable criticized exposure divided by total commercial utilized revervuble exposure for euch exposure category

12 Excludes small businesv commercial domestic exposure
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Commercial Domestic excluding SmaH Business

At December 31 2009 approximately 81 percent of the commercial

domestic loan portfolio excluding small business was included in Global

Banking business banking middle-market and large multinational corpo

rate loans and leases and Global Markets acquisition bridge financing

and institutional investor services The remaining 19 percent was mostly

in GWIM business-purpose loans for wealthy individuals Outstanding

commercial domestic loans excluding loans accounted for under the

fair value option decreased driven primarily by reduced customer demand

within Global Banking partially
offset by the acquisition of Merrill Lynch

Nonperforming commercial domestic loans increased $2.9 billion

compared to December 31 2008 Net charge-offs increased $1.7 billion

in 2009 compared to 2008 The increases in nonperforming loans and

net charge-offs were broad-based in terms of borrowers and industries

The acquisition of Merrill Lynch accounts for portion of the increase in

nonperforming loans and reservable criticized exposure

Commercial Real Estate

The commercial real estate portfolio is predominantly managed in Global

Banking and consists of loans made primarily to public and private devel

opers homebuilders and commercial real estate firms Outstanding loans

and leases excluding loans accounted for under the fair value option

increased $4.7 billion at December 31 2009 compared to December 31
2008 primarily due to the acquisition of Merrill Lynch partially offset by

portfolio attrition and losses The portfolio remains diversified across

property types and geographic regions California and Florida represent

the two largest state concentrations at 21 percent and seven percent for

loans and leases at December 31 2009 For more information on geo

graphic or property concentrations refer to Table 31

For the year nonperforming commercial real estate loans increased

$3.4 billion and utilized reservable criticized exposure increased $10.0

billion from December 31 2008 across most property types and was

attributable to the continuing impact of the housing slowdown elevated

unemployment and deteriorating vacancy and rental rates across most

non-homebuilder property types and geographies during 2009 The

increase in nonperforming loans was driven by the retail office multi-use

and land and land development portfolios The increase in utilized reser

vable criticized exposure was driven by the office retail and multi-family

rental property types offset by $1.9 billion decrease in the homebuilder

portfolio For 2009 net charge-offs were up $1.8 billion compared to

2008 driven by increases in net charge-offs in both the non-homebuilder

and the homebuilder portfolios

The following table presents outstanding commercial real estate loans

by geographic region and property type Commercial real estate
primarily

includes commercial loans and leases secured by non owner-occupied

real estate which are dependent on the sale or lease of the real estate as

the primary source of repayment

Table 31 Outstanding Commercial Real Estate Loans

Dollars in millions

By Geographic Region

California

Northeast

Southwest

Southeast

Midwest

Florida

Illinois

Midsouth

Northwest

Geographically diversified

Non-u.s

Other

Total outstanding commercial real estate loans

During 2009 deterioration within the commercial real estate portfolio

shifted from the homebuilder portfolio to the non-homebuilder portfolio

Non-homebuilder credit quality indicators and appraised values weakened

in 2009 due to deteriorating property fundamentals and increased loss

seventies whereas homebuilder credit quality indicators while remaining

elevated began to stabilize The non-homebuilder portfolio remains most

at risk as occupancy and rental rates continued to deteriorate due to the

current economic environment and restrained business hiring and capital

investment We have adopted number of proactive risk mitigation ini

tiatives to reduce utilized and potential exposure in the commercial real

estate portfolios

December 31

2009 2008

$14273

11661

8183
6830

6505
4568
4375

3332
3097
3238
2994

481

$11270

9747

6698

7365

7447

5146

5451

3475

3022

2563
979

1741

$64904$69537

By Property Type

Office
$12511 $10388

Multi-family rental 11169 8177
Shopping centers/retail 9519 9293
Homebuilder

7250 10987
Hotels/motels 6946 2513
Multi-use

5924 3444
Industrial/warehouse 5852 6070
Land and land development 3215 3856
Other

7151 10176
Total outstanding commercial real estate loans 14

$69537 $64904
111 Distribution is based on geographic location of collateral

121 The geagraphically dinersified category is comprised primarily of unsecured autstandings to real estate inneotment trusts and national home builders whose partfolios of properties span multiple geographic regions
131

Primarily includes properties in the states of Colorado Utah 1-lawan Wyoming and Montana

141 Includes cammercial real estate loans accnunted for coder the fair nulue option of $90 million and $203 million at December 31 2009 and 2008
151 Homebuilder includes condominiums and residential land

l1 Represents loans to borrowers whose primary business in commercial real estate but the esponure in not secured by the listed
property types or in unsecured
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The following table presents commercial real estate credit quality data

by non-homebuilder and homebuilder property types Commercial real

estate primarily includes commercial loans secured by non owner-occu

pied real estate which is dependent on the sale or lease of the real

estate as the primary source of repayment

Table 32 Commercial Real Estate Credit Quality Data

At December 31 2009 we had total committed non-homebuilder

exposure of $84.4 billion compared to $84.1 billion at December 31

2008 The increase was due to the Merrill Lynch acquisition largely
off

set by repayments and net charge-offs Non-homebuilder nonperforming

loans and foreclosed properties were $4.8 billion or 7.73 percent of total

non-homebuilder loans and foreclosed properties at December 31 2009

compared to $1.2 billion or 2.21 percent at December 31 2008 with

the increase driven by deterioration in the shopping center/retail office

and land and land development portfolios

Non-homebuilder utilized reservable criticized exposure increased

$11.9 billion to $18.1 billion or 27.27 percent of total non-homebuilder

utilized reservable exposure at December 31 2009 compared to $6.3

billion or 10.66 percent at December 31 2008 The increase was

driven primarily by office shopping center/retail and multi-family rental

property types which have been the most adversely affected by high

unemployment and the slowdown in consumer spending

For the non-homebuilder portfolio net charge-offs increased $1.3 bil

lion for 2009 compared to 2008 with the increase concentrated in

non-homebuilder land and land development office shopping center/

retail and multi-family rental property types

Within our total non-homebuilder exposure at December 31 2009

we had total committed non-homebuilder construction and land develop

ment exposure of $24.5 billion compared to $27.8 billion at

December 31 2008 Non-homebuilder construction and land develop

ment exposure is mostly secured and diversified across property types

and geographies Assets in the non-homebuilder construction and land

development portfolio face significant challenges in the current rental

market Weak rental demand and cash flows and declining property valu

ations have resulted in increased levels of reservable criticized exposure

and nonperforming loans and foreclosed properties Nonperforming loans

and foreclosed properties and utilized reservable criticized exposure for

the non-homebuilder construction and land development portfolio

increased $2.0 billion and $6.1 billion from December 31 2008 to $2.6

billion and $8.9 billion at December 31 2009

At December 31 2009 we had committed homebuilder exposure of

$10.4 billion compared to $16.2 billion at December 31 2008 of which

$7.3 billion and $11.0 billion were funded secured loans The decline in

homebuilder committed exposure was driven by repayments charge-offs

reduced new home construction and continued risk mitigation initiatives

Homebuilder nonperforming loans and foreclosed properties stabilized

due to the slowdown in the rate of home price declines Homebuilder uti

lized reservable criticized exposure decreased by $1.9 billion driven by

higher net charge-offs The nonperforming loans leases and foreclosed

properties and the utilized reservable criticized ratios for the homebuilder

portfolio were 42.16 percent and 74.44 percent at December 31 2009

compared to 27.07 percent and 66.33 percent at December 31 2008

Lower loan balances and exposures in 2009 drove portion of the

increase in the ratios Net charge-offs for the homebuilder portfolio

increased $524 million in 2009 from 2008

Commercial Foreign

The commercial foreign loan portfolio is managed primarily in Global

Banking Outstanding loans excluding loans accounted for under the fair

value option decreased due to repayments as borrowers accessed the

capital
markets to refinance bank debt and aggressively managed working

capital
and investment spending partially offset by the acquisition of

Merrill Lynch Reduced merger and acquisition activity was also factor

contributing to modest new loan origination Net charge-offs increased

primarily due to deterioration in the portfolio particularly
in financial serv

ices consumer dependent and housing-related sectors For additional

information on the commercial foreign portfolio refer to the Foreign

Portfolio discussion beginning on page 86

DoIIas in millions

December31

Nonperforming Loans and

Foreclosed Properties

2009 2008

Utilized Reservable

Criticized Exposure

2009 2008

Year Ended December 31

Net Charge-offs

2009 2008

Net Charge-off Ratios

2009 2008

Commercial real estate non-homebuilder

Office 729 96 3822 801 249 2.01%

Multi-family
rental 546 232 2496 822 217 13 1.96 0.18

Shopping centers/retail 1157 204 3469 1442 239 10 2.30 0.11

Hotels/motels 160 1140 67 0.08 0.09

Industrial/warehouse
442 91 1757 464 82 1.34

Multi-use
416 17 1578 409 146 24 2.58 0.38

Land and land development 968 455 1657 1281 286 8.00

Other 417 88 2210 973 140 22 1.72 0.42

Total non-homebuilder 4835 1191 18129 6259 1364 73 2.13 0.15

Commercial real estate homebuilder 3228 3036 5675 7571 1338 814 14.41 6.25

Total commercial real estate $8063 $4227 $23804 $13830 $2702 $887 3.69 1.41

Includes commercial foreclosed properties of $777 mflion and $321 million at December 31 2009 and 2008

Utihzed reservabe criticized exposure corresponds to the Special Mention Substandard and Doubttol asset categories defined by regulatory authorities Tbis is defined as loans escluding those accounted tsr under

the fair value option SOLOs and bankers acceptances

13 Net charge-off ratios are calculated as net charge-offs divided by average outstanding loans excluding loans accounted for under the fair value option doting the year for each loan and ease category

Represents loans to borrowers whose primary business is commercial real estate but the evp500re is not secured by the listed property types or is unsecured

01 Homebuilder includes condominiums and residential land
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Small Business Commercial Domestic

The small business commercial domestic loan portfolio is comprised of

business card and small business loans primarily managed in Global

Card Services In 2009 small business commercial domestic net

charge-offs increased $956 million from 2008 The
portfolio deterioration

was primarily driven by the impacts of weakened economy Approx

imately 77 percent of the small business commercial domestic net

charge-offs for 2009 were credit card related products compared to 75

percent in 2008

Commercial Loans Carried at Fair Value

The portfolio of commercial loans accounted for under the fair value

option is managed in Global Markets The $477 million decrease in the

fair value loan portfolio in 2009 was driven primarily by reduced corporate

borrowings under bank credit facilities We recorded net gains of $515

million resulting from changes in the fair value of the loan portfolio during

2009 compared to net losses of $780 million for 2008 These gains and

losses were primarily attributable to changes in instrument-specific credit

risk and were predominantly offset by net gains or net losses from hedg

ing activities

In addition unfunded lending commitments and letters of credit had

an aggregate fair value of $950 million and $1.1 billion at December 31
2009 and 2008 and were recorded in accrued expenses and other

liabilities The associated aggregate notional amount of unfunded lending value

commitments and letters of credit accounted for under the fair value

option was $27.0 billion and $16.9 billion at December 31 2009 and

2008 with the increase driven by the acquisition of Merrill Lynch Net

gains resulting from changes in fair value of commitments and letters of

credit of $1.4 billion were recorded during 2009 compared to net losses

of $473 million for 2008 These gains and losses were primarily attribut

able to changes in instrument-specific credit risk

Nonperforming Commercial Loans Leases and Foreclosed

Properties Activity

The following table presents the additions and reductions to non-

performing loans leases and foreclosed properties in the commercial

portfolio during 2009 and 2008 The $16.2 billion in new nonaccrual

loans and leases for 2009 was primarily attributable to increases within

non-homebuilder commercial real estate property types such as shopping

centers/retail office land and land development and multi-use and

within commercial domestic excluding small business where the

increases were broad-based across industries and lines of business

Approximately 90 percent of commercial nonperforming loans leases and

foreclosed properties are secured and approximately 35 percent are con

tractually current In addition commercial nonperforming loans are carried

at approximately 75 percent of their unpaid principal balance before con

sideration of the allowance for loan and lease losses as the carrying

value of these loans has been reduced to the estimated net realizable

Table 33 Nonperforming Commercial Loans Leases and Foreclosed Properties Activity
12

Dollars in rnillisns

2009 2008

Nonperforming loans and leases

Balance January
6497

Additions to nonperforming loans and leases

Merrill Lynch balance January 2009
402

New nonaccrual loans and leases
16190 8110

Advances
339 154

Reductions in nonperforming loans and leases

Paydowns and payoffs 3075 1467
Sales 630 45
Returns to performing status 31 461 125
Charge-offs 41

5626 1900
Transfers to foreclosed properties 857 372
Transfers to loans held-for-sale 76 13

Total net additions to nonperforming loans and leases 6206 4342

Total nonperforming loans and leases December31 12703 6497

Foreclosed properties

Balance January 321 75

Additions to foreclosed properties

New foreclosed properties 857 372
Reductions in foreclosed properties

Sales 310 110
Write-downs 91 16

Total net additions to foreclosed properties 456 246

Total foreclosed
properties December 31 777 321

Nonperforming commercial loans leases and foreclosed properties December 31 $13480 6818

Nonperforming commercial loans and leases as percentage of
outstanding commercial loans and leases 51 4.00% 1.93%

Nonperforming commercial loans leases and foreclosed properties as percentage of outstanding commercial loans

leases and foreclosed properties 81
4.24 2.02

Cl Balances do not isclude sonperforming LHFS of $4.5 billion and $852 million at December 31 2009 and 2008
121 Includes small business commercial domestic activity

131 Commercial loans sod leases may be restored to performing status when all principal and interest is csrrent and full repayment of the remaining contractual principal and interest is expected or when the loan

otherwise becomes well-secured sod is in tIle process of collection TDRO are generally classified as performing after sustained period of demonstrated payment performance
141 Business card loans are not classified as sonperforming therefore the charge-nffs on these loans have no impact on nunperfurming activity

51
Outstanding commercial loans and leases euclude loans accosnted for under the fair value optian
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At December 31 2009 the total commercial TDR balance was $577

million Nonperforming TDRs increased $442 million while performing

TDRs increased $78 million during 2009 Nonperforming TDR5 of $486

million are included in Table 33

Industry Concentrations

Table 34 presents commercial committed and commercial utilized credit

exposure by industry and the total net credit default protection purchased

to cover the funded and the unfunded portion of certain credit exposure

Our commercial credit exposure is diversified across broad range of

industries

Industry limits are used internally to manage industry concentrations

and are based on committed exposure and capital usage that are allo

cated on an industry-by-industry basis risk management framework is

in place to set ansi approve industry limits as well as to provide ongoing

monitoring The Credit Risk Committee CRC oversees industry limits

governance

Total commercial committed exposure decreased $10.1 billion in

2009 across most industries Those industries that experienced

increases in total commercial committed exposure in 2009 were driven

by the Merrill Lynch acquisition

Diversified financials our largest industry concentration experienced

an increase in committed exposure of $7.6 billion or seven percent at

December 31 2009 compared to 2008 The total committed credit

exposure increase was driven by the Merrill Lynch portfolio
which con

tributed $34.7 billion largely
the result of $28.8 billion in capital markets

industry exposure primarily comprised of derivatives This was offset in

part by reduction in legacy Bank of America positions of $27.1 billion

the majority of which came from $21.2 billion reduction in capital mar

kets industry exposure including the cancellation of $8.8 billion in facili

ties to legacy Merrill Lynch

Real estate our second largest industry concentration experienced

decrease in committed exposure of $12.4 billion or 12 percent at

December 31 2009 compared to 2008 An $18.6 billion decrease in

legacy Bank of America committed exposure driven primarily by

decreases in homebuilder unsecured commercial real estate and com

mercial construction and land development exposure was partially
offset

by the acquisition of Merrill Lynch Real estate construction and land

development exposure comprised 31 percent of the total real estate

industry committed exposure at December 31 2009 For more

information on the commercial real estate and related portfolios refer to

the commercial real estate discussion beginning on page 79

The insurance and utilities committed exposure increased primarily

due to the acquisition of Merrill Lynch Refer to the Global Markets dis

cussion beginning on page 47 and to the monoline and related exposure

discussion below for more information

Retailing committed exposure declined 16 percent at December 31

2009 compared to 2008 driven by the retirement of several large retail

exposures and paydowns as retailers and wholesalers worked to reduce

inventory levels

Monoilne and Rated Exposure

Monoline exposure is reported in the insurance industry and managed

under insurance portfolio industry limits Direct loan exposure to mono-

lines consisted of revolvers in the amount of $41 million and $126 mil

lion at December 31 2009 and 2008

We have indirect exposure to monolines primarily
in the form of guar

antees supporting our loans investment portfolios securitizations credit-

enhanced securities as part of our public finance business and other

selected products Such indirect exposure exists when we purchase

credit protection from monolines to hedge all or portion of the credit

risk on certain credit exposures including loans and CDOs We underwrite

our public finance exposure by evaluating the underlying securities

We also have indirect exposure to monoline financial guarantors

primarily in the form of guarantees supporting our mortgage and other

loan sales Indirect exposure may exist when we purchase credit pro

tection from monoline financial guarantors to hedge all or portion of the

credit risk on certain mortgage and other loan exposures loss may

occur when we are required to repurchase loan and the market value of

the loan has declined or when we are required to indemnify or provide

recourse for guarantors loss We have experienced and continue to

experience increasing repurchase demands from and disputes with mono-

line financial guarantors We expect to contest such demands that we do

not believe are valid In the event that we are required to repurchase

loans that have been the subject of repurchase demands or otherwise

provide indemnification or other recourse this could significantly increase

our losses and thereby affect our future earnings For further information

regarding representations and warranties see Note Securitizations to

the Consolidated Financial Statements and Item 1A Risk Factors of this

Annual Report on Form 10-K

Monoline derivative credit exposure at December 31 2009 had

notional value of $42.6 billion compared to $9.6 billion at December 31

2008 Mark-to-market monoline derivative credit exposure was $11.1 bil

lion at December 31 2009 compared to $2.2 billion at December 31

2008 driven by the addition of Merrill Lynch exposures as well as credit

deterioration related to underlying counterparties and spread widening in

both wrapped CDO and structured finance related exposures At

December 31 2009 the counterparty credit valuation adjustment related

to monoline derivative exposure was $6.0 billion which reduced our net

mark-to-market exposure to $5.1 billion We do not hold collateral against

these derivative exposures For more information on our monoline

exposure see the Global Markets discussion beginning on page 47

We also have indirect exposure as we invest in securities where the

issuers have purchased wraps i.e insurance For example municipal

ities and corporations purchase protection in order to enhance their pric

ing power which has the effect of reducing their cost of borrowing If the

ratings agencies downgrade the monolines the credit rating of the bond

may fall and may have an adverse impact on the market value of the

security In the case of default we first look to the underlying securities

and then to recovery on the purchased insurance Investments in secu

rities issued by municipalities and corporations with purchased wraps at

December 31 2009 and 2008 had notional value of $5.0 billion and

$6.0 billion Mark-to-market investment exposure was $4.9 billion at

December 31 2009 compared to $5.7 billion at December 31 2008
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Table 34 Commercial Credit Exposure by Industry 123

Total commercial credit exposure by Industry

Net credit default protection purchased_on
total commitments

$494377 $498749 $795270 $805332

19025 9654

Risk Mitigation

Credit protection is purchased to cover the funded portion as well as the

unfunded portion of certain credit exposure To lessen the cost of obtain

ing our desired credit protection levels credit exposure may be added

within an industry borrower or counterparty group by selling protection

At December 31 2009 and 2008 we had net notional credit default

protection purchased in our credit derivatives portfolio to hedge our

funded and unfunded exposures for which we elected the fair value option

as well as certain other credit exposures of $19.0 billion and $9.7 billion

The increase from December 31 2008 is primarily driven by the acquis

ition of Merrill Lynch The mark-to-market impacts including the cost of

net credit default protection hedging our credit exposure resulted in net

losses of $2.9 billion in 2009 compared to net gains of $993 million in

2008 The average Value-at-Risk VAR for these credit derivative hedges

was $76 million in 2009 compared to $24 million in 2008 The average

VAR for the related credit exposure was $130 million in 2009 compared

to $57 million in 2008 The year-over-year increase in VAR was driven by

the combination of the Merrill Lynch and Bank of America businesses in

2009 There is diversification effect between the net credit default

protection hedging our credit exposure and the related credit exposure

such that the combined average VAR was $89 million in 2009 Refer to

the Trading Risk Management discussion beginning on page 92 for

description of our VAR calculation for the market-based trading portfolio

December31

Commercial Utilized Total Commercial Committed

Dollars in millrons

2009 2008 2009 2008

Diversified financials 68876 50327 $110948 $103306

Real estate 75049 79766 91479 103889

Government and public education 44151 39386 61446 58608

Capital goods 23834 27588 47413 52522

Healthcare equipment and services 29584 31280 46370 46785

Consumer services 28517 28715 44164 43948

Retailing
23671 30736 42260 50102

Commercial services and supplies 23892 24095 34646 34867

Individuals and trusts 25191 22752 33678 33045

Materials 16373 22825 32898 38105

Insurance 20613 11223 28033 17855

Food beverage and tobacco 14812 17257 27985 28521

Utilities 9217 8230 25229 19272

Energy 9605 11885 23619 22732

Banks 20299 22134 23384 26493

Media 11236 8939 22832 19301

Transportation 13724 13050 19597 18561

Religious
and social organizations 8920 9539 11371 12576

Pharmaceuticals and biotechnology 2875 3721 10343 10111

Consumer durables and apparel 4374 6219 9829 10862

Technology hardware and equipment 3135 3971 9671 10371

Telecommunication services 3558 3681 9478 8036

Software and services 3216 4093 9306 9590

Food and staples retailing 3680 4282 6562 7012

Automobiles and components 2379 3093 5339 6081

Other 3596 9962 7390 12781

Ill Total commercial utilized and total commercial committed exposure includes loans and letters of credit accounted for under the fair oalue option and are comprised of loans outstanding of $4.9 billion and $5.4 billion

and issued loners of credit With notional amount of $1.7 billion and $1.4 billion at December 31 2009 and 2008 In addition total commercial committed exposure includes unfunded loan commitments with

notional amount of $25.3 billion and $15.5 billion at December 31 2009 and 2008

Includes small business commercial domestic exposure

At December 31 2009 total commercial utilized and total commercial committed exposure included $88.5 billion and $114.2 billion of exposure due to the acquisition of Merrill Lynch which included $31.7 billion and

$34.7 billion in diversified financials and $12.3 billion and $13.0 billion in insurance with the remaining exposure spread across sarious industries

41 Industries are oiewed from variety of perspectrnes to best isolate the perceived risks For purposes of this table the real estate indastry is defined based upon the borrowers or counterparties primary business

activity axing operating cash flow and primary source of repayment uo key factors

15
Represents set notional credit protection purchased Refer to the Risk Mitigation discussion beginning on page 83 for additional information
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In addition to our net notional credit default protection purchased to

cover the funded and unfunded portion of certain credit exposures credit

derivatives are used for market-making activities for clients and establish

ing positions intended to profit
from directional or relative value changes

We execute the majority of our credit derivative positions in the

over-the-counter market with large multinational financial institutions

including broker/dealers and to lesser degree with variety of other

investors Because these transactions are executed in the

over-the-counter market we are subject to settlement risk We are also

subject to credit risk in the event that these counterparties fail to perform

under the terms of these contracts In most cases credit derivative

transactions are executed on daily margin basis Therefore events such

as credit downgrade depending on the ultimate rating level or breach

of credit covenants would typically require an increase in the amount of

collateral required of the counterparty where applicable and/or allow us

to take additional protective measures such as early termination of all

trades

Tables 35 and 36 present the maturity profiles and the credit notional credit default protection purchased is shown as negative and

exposure debt ratings of the net credit default protection portfolio
at the net notional credit protection sold is shown as positive amount

December 31 2009 and 2008 The distribution of debt rating for net

Table 35 Net Credit Default Protection by Maturity Profile

December31

2009 2008

Less than or equal to one year

16% 1%

Greater than one year
and less than or equal to five years

81 92

Greater than five years

Total net credit default protection
100% 100%

Table 36 Net Credit Default Protection by Credit Exposure Debt Rating

Dollars in milUans
December 31

2009 2008

Ratings
121

MA
AA

BBB

BB

CCC and below

NR 31

Net Notional Percent of Total Net Notional Percent of Total

15 0.1% 30 3l%
344 1.8 1031 1.1

6092 32.0 128001 29.0

9573 50.4 4856 50.2

2725 14.3 1948 20.2

835 4.4 15791
6.0

1691 8.9 278 2.9

2220 11.7 880 9.11

$19025 100.0% $196541 100.0%
Total net credit default protection

Ill

Ratings are refreshed on quarterly basis

21 The Corporation considers ratings 01885- or higher to meet the definition of investment grade

31 In addition to names which have not been rated NR includes $2.3 billion and $948 million in net credit default swaps indeo positions at December 31 2009 and 2008 While indeo positions are principally

investment grade credit default swaps indices include names in and across each of the ratings categories
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The notional amounts presented in Table 37 represent the total con

tract/notional amount of credit derivatives outstanding and include both

purchased and written credit derivatives The credit risk amounts are

measured as the net replacement cost in the event the counterparties

with contracts in gain position to us fail to perform under the terms of

those contracts The addition of Merrill Lynch drove the increase in coun

terparty credit risk for purchased credit derivatives and the increase in the

contract/notional amount For information on the performance risk of our

written credit derivatives see Note Derivatives to the Consolidated

Financial Statements

Counterparty Credit Risk Valuation Adjustments

We record counterparty credit risk valuation adjustment on certain

derivatives assets including our credit default protection purchased in

order to properly reflect the credit quality of the counterparty These

adjustments are necessary as the market quotes on derivatives do not

fully
reflect the credit risk of the counterparties to the derivative assets

We consider collateral and legally enforceable master netting agreements

that mitigate our credit exposure to each counterparty in determining the

counterparty credit risk valuation adjustment All or portion of these

counterparty credit risk valuation adjustments are reversed or otherwise

The credit risk amounts discussed above and noted in the table below

take into consideration the effects of legally enforceable master netting

agreements while amounts disclosed in Note Derivatives to the

Consolidated Financial Statements are shown on gross basis Credit

risk reflects the potential benefit from offsetting exposure to non-credit

derivative products with the same counterparties that may be netted upon

the occurrence of certain events thereby reducing the Corporations

overall exposure

adjusted in future periods due to changes in the value of the derivative

contract collateral and creditworthiness of the counterparty

During 2009 credit valuation gains losses were recognized in trad

ing account profits losses related to counterparty credit risk on

derivative assets For additional information on gains or losses related to

the counterparty credit risk on derivative assets refer to Note

Derivatives to the Consolidated Financial Statements For information on

our monoline counterparty credit risk see the discussion beginning on

pages 49 and 82 and for information on our CDO-related counterparty

credit risk see the Global Markets discussion beginning on page 47

Table 37 Credit Derivatives
December31

2009 2008

Dollars milloos
Contract/Notional Credit Risk Contract/Notional Credit Risk

Credit derivatives

Purchased credit derivatives

Credit default swaps $2800539 $25964 $1025850 $11772

Total return swaps/other
21685 1740 6601 1678

Total purchased credit derivatives 2822224 27704 1032451 13450

Written credit derivatives

Credit default swaps 2788760 1000034

Total return swaps/other 33109 6203

Total written credit derivatives 2821869 1006237

Total credit derivatives $5644093 $27704 $2038688 $13450
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Foreign Portfolio

Our foreign credit and trading portfolio
is subject to country risk We

define country risk as the risk of loss from unfavorable economic and

political conditions currency fluctuations social instability and changes

in government policies risk management framework is in place to

measure monitor and manage foreign risk and exposures Management

oversight of country risk including cross-border risk is provided by the

Regional Risk Committee subcommittee of the CRC

The following table sets forth total foreign exposure broken out by

region at December 31 2009 and 2008 Foreign exposure includes

Our total foreign exposure was $257.7 billion at December 31 2009

an increase of $126.6 billion from December 31 2008 Our foreign

exposure remained concentrated in Europe which accounted for $170.8

billion or 66 percent of total foreign exposure The European exposure

was mostly in Western Europe and was distributed across variety of

industries Asia Pacific was our second largest foreign exposure at $47.6

billion or 18 percent Latin America accounted for $19.5 billion or eight

percent of total foreign exposure The increases of $104.3 billion $7.9

billion and $8.1 billion in our foreign exposure in Europe Asia Pacific and

Latin America respectively from December 31 2008 were primarily due

to the acquisition of Merrill Lynch For more information on our Asia

Pacific and Latin America exposure see the discussion of the foreign

exposure to selected countries defined as emerging markets below

As shown in Table 39 at December 31 2009 and 2008 the United

Kingdom had total cross-border exposure of $60.7 billion and $13.3 bil

lion representing 2.73 percent and 0.73 percent of our total assets The

credit exposure net of local liabilities securities and other investments

issued by or domiciled in countries other than the U.S Total foreign

exposure can be adjusted for externally guaranteed outstandings and

certain collateral types Exposures which are assigned external guaran

tees are reported under the country of the guarantor Exposures with

tangible collateral are reflected in the country where the collateral is held

For securities received other than cross-border resale agreements out-

standings are assigned to the domicile of the issuer of the securities

Resale agreements are generally presented based on the domicile of the

counterparty consistent with FFIEC reporting requirements

United Kingdom was the only country where the total cross-border

exposure exceeded one percent of our total assets at December 31

2009 The increase of $47.4 billion was primarily due to the acquisition

of Merrill Lynch At December 31 2009 Germany and France with total

cross-border exposure of $18.9 billion and $17.4 billion representing

0.85 percent and 0.78 percent of total assets were the only other coun

tries that had total cross-border exposure which exceeded 0.75 percent

of our total assets

Exposure includes cross-border claims by our foreign offices including

loans acceptances time deposits placed trading account assets secu

rities derivative assets other interest-earning investments and other

monetary assets Amounts also include unused commitments SBLCs

commercial letters of credit and formal guarantees Sector definitions are

consistent with FFIEC reporting requirements for preparing the Country

Exposure Report

Table 38 Regional Foreign Exposure 123
December31

2009 2008
Dollars in millions

$170796 66472
Europe

47645 39774
Asia Pacific

19516 11378
Latin America

3906 2456
Middle East and Africa

15799 10988
Other

$257662 $131068
Total

Local funding nr liabilities are subtracted from local exposures consistent with FFIEC reporting requirements

Exposures have bees reduced by $34.3 biSon and $19.6 billion at December 31 2009 and 2008 for the cash applied as collateral to derivative assets

31 Generally resale agreements are presented based on the domicile of the coonterparty consistent with FFIEC reporting requirements Cross-border resale agreements where the anderlying securities are u.s Treasury

securities in which case the domicile is the U.S are excluded from this presentation

Table 39 Total Cross-border Exposure Exceeding One Percent of Total Assets

Exposure as

Cross-border Percentage of Total

Dollars in millions
December 31 Public Sector Banks Private Sector Exposure Assets

United Kingdom 2009 $157 $8478 $52080 $60715 2.73%

2008 543 567 12167 13277 0.73

At December 31 2009 and 2008 total cross-border exposure for the united Kingdom included derivatives exposure of $5.0 billion and $3.2 billion which has been reduced by the amount of cash collateral applied of

$7.1 billion and $4.5 billion Derivative assets were collateralized by other marketable securities of $18 million and $124 million ut December 31 2009 and 2008
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As presented in Table 40 foreign exposure to borrowers or counter- the sale of CCB common shares in 2009 Foreign exposure to borrowers

parties in emerging markets increased $4.7 billion to $50.6 billion at or counterparties in emerging markets represented 20 percent and 35

December 31 2009 compared to $45.8 billion at December 31 2008 percent of total foreign exposure at December 31 2009 and 2008

The increase was due to the acquisition of Merrill Lynch partially offset by

Table 40 Selected Emerging Markets

Total

Local Emerging Increase

Loans and Country Market IDecreasel

Leases and securities/ Total Cross- Exposure Exposure at From

Loan Other Oerivative Other border Net ot Local December 31 December 31

Dollars in milliors Commitments Financing Assets 31 Investments Exposure
hi Liabilities 2009 2008

Region/Country

Asia Pacific

China 572 517 704 $10270 $12063 $12063 $8642

India 1702 1091 639 1704 5136 1024 6160 1726

South Korea 428 803 1275 2505 5011 5011 335

Hong Kong 391 337 98 276 1102 1102 421

Singapore 293 54 228 293 868 868 1701

Taiwan 279 32 86 127 524 205 729 1113

Other Asia Pacific 248 63 147 505 963 68 1031 426

Total Asia Pacific 3913 2897 3177 15680 25667 1297 26964 16548

Latin America

Brazil 522 475 156 6396 7549 1905 9454 5585

Mexico 1667 291 524 2860 5342 129 5471 1314

Chile 604 248 281 26 1159 1161 582

Other Latin America 150 319 354 446 1269 211 1480 833

Total Latin America 2943 1333 1315 9728 15319 2247 17566 8.31

Middle East and Africa

South Africa 133 93 920 1148 1148 821

Bahrain 119 36 970 1133 1133 56
United Arab Emirates 469 12 167 72 720 720 310

Other Middle East and Africa 315 92 142 218 767 768 239

Total Middle East and Africa 1036 114 438 2180 3768 3769 1314

central and Eastern Europe

Russian Fuduration 116 66 273 214 669 669 577

Other Central and Eastern Europe 71 141 356 289 788 1574 32 1606 1069

Total Central and Eastern Europe 257 422 562 1002 2243 32 2275 1646

Total emerging market exposure $8149 $4766 $5492 $28590 $46997 $3577 $50574 4726

lii There is no generahy accented detnitiox nt emerging markets The definition that we use includes all
cnxntries

in
Asia Pacihc excluding Japan Australia and New Zealard all countxeo in Latin America excluding

cayman Islands and eermuda all countries in Middle East and Africa and all countries in Central and Eastern Europe There was no emerging market exposure included in the nortfnlio accounted fur under the fair

value nption at December 31 2009 and 2008

iul Includes acceptances SeLco commercial letters of credit and formal guarantees

i3i Oerioatioe assets are carried at fair oalue and hase Seen reduced by the amount nf cash collateral applied oh $557 million and $152 millinn at December 31 2009 and 2008 At December 31 2009 and 2008 there

were $616 million and $531 millinn nt other marketable securities collateralizing derinatise anteto

iui

Oeoerally croun-border resale agreements are presented based on the domicile of the counterparty csetisteot with FFIEC reporting requirements cross-border resale agreements where the underlying securities are

1.5 Treasury securities in which case the dnmicile
is

the 1.5 are excluded from this presentation

isi Cross-bnrder espotore includes amounts payable to the Corporation by borrawero or couxterparties with country of residence other than the one ix which the credit is booked regardless of the currency in which the

claim is denominated consistent with FFIEC reportisg requirements

isi Local country eaposure includes amounts payable to tse Corporation by borrowers with country of residence in which the credit is booked regardless of the currency in which the claim is denominated Local funding or

liabilities are sudtracted from local eaposoreo consistent with FFIEC reporting requirements Total amount at asailable local liabilities funding local esuntry enposure at December 31 2009 wao $17.6 billion compared

to $12.6 billion at December 31 2008 Local liabilities at December 31 2009 in Asia Pacihc Latie America and Middle Eaot and Africa mere $16.3 billion $857 million and $449 million respechoely ot which $8.7

billion were in Singapore $2.1 billion were in yong Kong $1.5 billion were in both China and India $1.3 billion were in Sooth Korea and $734 million were in
Mexico There were no other countries with aoailable local

liabilities funding local country esposore greater than $500 million

in No country included is Other Asia Pacific Other Latin America Other Middle East and Africa and Other Central and Eastern Europe bad total foreign eayooure of more thao $500 million
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At December 31 2009 and 2008 53 percent and 73 percent of the

emerging markets exposure was in Asia Pacific Emerging markets

exposure in Asia Pacific decreased by $6.5 billion driven by the sale of

CCB common shares in 2009 Our exposure in China was primarily

related to our equity investment in CCB which accounted for $9.2 billion

and $19.7 billion at December 31 2009 and 2008 For more information

on our CCB investment refer to the All Other discussion beginning on

page 53

At December 31 2009 35 percent of the emerging markets exposure

was in Latin America compared to 20 percent at December 31 2008

Latin America emerging markets exposure increased by $8.3 billion due

to the acquisition of Merrill Lynch Our exposure in Brazil was primarily

related to the carrying value of our investment in ltaii Unibanco which

accounted for $5.4 billion and $2.5 billion of exposure in Brazil at

December 31 2009 and 2008 Our equity investment in ltai Unibanco

represents five percent and eight percent of its outstanding voting and

non-voting shares at December 31 2009 and 2008 Our exposure in

Mexico was primarily related to our 24.9 percent investment in Santand

er which is classified as securities and other investments in Table 40

and accounted for $2.5 billion and $2.1 billion of exposure in Mexico at

December 31 2009 and 2008

At December 31 2009 and 2008 seven percent and six percent of the

emerging markets exposure was in Middle East and Africa with the increase of

$13 billion due to the acquisition of Merrill Lynch

At December 31 2009 and 2008 five percent and one percent of the

emerging markets exposure was in Central and Eastern Europe which

increased by $1.6 billion due to the acquisition of Merrill Lynch

Provision for Credit Losses

The provision for credit losses increased $21.7 billion to $48.6 billion for

2009 compared to 2008

The consumer portion of the provision for credit losses increased

$15.1 billion to $36.9 billion for 2009 compared to 2008 The increase

was driven by higher net charge-offs in our consumer real estate

consumer credit card and consumer lending portfolios reflecting deterio

ration in the economy and housing markets In addition to higher net

charge-offs the provision increase was also driven by higher reserve addi

tions for deterioration in the purchased impaired and residential mortgage

portfolios new draws on previously securitized accounts as well as an

approximate $800 million addition to increase the reserve coverage to

approximately 12 months of charge-offs in consumer credit card These

increases were partially offset by lower reserve additions in our

unsecured domestic consumer lending portfolios resulting from improved

delinquencies and in the home equity portfolio due to the slowdown in the

pace of deterioration In the Countrywide and Merrill Lynch consumer

purchased impaired portfolios the additions to reserves to reflect further

reductions in expected principal cash flows were $3.5 billion in 2009

compared to $750 million in 2008 The increase was primarily related to

the home equity purchased impaired portfolio

The commercial portion of the provision for credit losses including the

provision for unfunded lending commitments increased $6.7 billion to

$11.7 billion for 2009 compared to 2008 The increase was driven by

higher net charge-offs and higher additions to the reserves in the

commercial real estate and commercial domestic portfolios reflecting

deterioration across broad range of property types industries and bor

rowers These increases were partially offset by lower reserve additions in

the small business portfolio due to improved delinquencies

Allowance for Credit Losses

The allowance for loan and lease losses excludes loans accounted for

under the fair value option as fair value adjustments related to loans

measured at fair value include credit risk component The allowance for

loan and lease losses is allocated based on two components We eval

uate the adequacy of the allowance for loan and lease losses based on

the combined total of these two components

The first component of the allowance for loan and lease losses covers

those commercial loans excluding loans accounted for under the fair

value option that are either nonperforming or impaired or consumer real

estate loans that have been modified in TDR These loans are subject

to impairment measurement at the loan level based on the present value

of expected future cash flows discounted at the loans contractual effec

tive interest rate or collateral value or observable market price When

the values are lower than the carrying value of that loan impairment is

recognized For purposes of computing this specific loss component of

the allowance larger impaired loans are evaluated individually
and

smaller impaired loans are evaluated as pooi using historical loss expe

rience for the respective product types and risk ratings of the loans

The second component of the allowance for loan and lease losses

covers performing consumer and commercial loans and leases excluding

loans accounted for under the fair value option The allowance for com

mercial loan and lease losses is established by product type after analyz

ing historical loss experience by internal risk rating current economic

conditions industry performance trends geographic or obligor concen

trations within each portfolio segment and any other pertinent

information The commercial historical loss experience is updated quar

terly to incorporate the most recent data reflective of the current

economic environment As of December 31 2009 quarterly updates to

historical loss experience resulted in an increase in the allowance for

loan and lease losses most significantly in the commercial real estate

portfolio The allowance for consumer and certain homogeneous commer

cial loan and lease products is based on aggregated portfolio segment

evaluations generally by product type Loss forecast models are utilized

that consider variety of factors including but not limited to historical

loss experience estimated defaults or foreclosures based on portfolio

trends delinquencies economic trends and credit scores These loss

forecast models are updated on quarterly basis to incorporate

information reflecting the current economic environment As of

December 31 2009 quarterly updates to the loss forecast models

resulted in increases in the allowance for loan and lease losses in the

consumer real estate and foreign credit card portfolios and reductions in

the allowance for the Global Card Services consumer lending and domes

tic credit card portfolios

We monitor differences between estimated and actual incurred loan

and lease losses This monitoring process includes periodic assess-

merits by senior management of loan and lease portfolios and the models

used to estimate incurred losses in those portfolios

Additions to the allowance for loan and lease losses are made by

charges to the provision for credit losses Credit exposures deemed to be

uncollectible are charged against the allowance for loan and lease loss

es Recoveries of previously charged off amounts are credited to the

allowance for loan and lease losses

The allowance for loan and lease losses for the consumer portfolio as

presented in Table 42 was $27.8 billion at December 31 2009 an

increase of $11.1 billion from December 31 2008 This increase was

primarily related to the impact of the weak economy and deterioration in
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the housing markets which drove reserve builds for higher losses across

most consumer portfolios With respect to the Countrywide and Merrill

Lynch consumer purchased impaired portfolios updating of our expected

principal cash flows resulted in an increase in reserves of $3.5 billion in

the home equity discontinued real estate and residential mortgage

portfolios

The allowance for commercial loan and lease losses was $9.4 billion

at December 31 2009 $3.0 billion increase from December 31 2008

The increase in allowance levels was driven by reserve increases on the

commercial real estate and commercial domestic portfolios within

Global Banking

The allowance for loan and lease losses as percentage of total

loans and leases outstanding was 4.16 percent at December 31 2009

compared to 2.49 percent at December 31 2008 The increase in the

ratio was primarily driven by consumer reserve increases for higher losses

in the residential mortgage consumer card and home equity portfolios

reflecting
deterioration in the housing markets and the impact of the

weak economy The increase was also the result of reserve increases in

the commercial real estate and commercial domestic portfolios

reflecting
broad-based deterioration across various borrowers industries

and property types In addition the December 31 2009 and 2008 ratios

include the impact of the purchased impaired portfolio Excluding the

impacts of the purchased impaired portfolio the allowance for loan and

lease losses as percentage of total loans and leases outstanding was

3.88 percent at December 31 2009 compared to 2.53 percent at

December 31 2008

Reserve for Unfunded Lending Commitments

In addition to the allowance for loan and lease losses we also estimate

probable losses related to unfunded lending commitments excluding

commitments accounted for under the fair value option such as letters of

credit and financial guarantees and binding unfunded loan commitments

Unfunded lending commitments are subject to the same assessment as

funded loans except utilization assumptions are considered The reserve

for unfunded lending commitments is included in accrued expenses and

other liabilities on the Consolidated Balance Sheet with changes to the

reserve generally made through the provision for credit losses

The reserve for unfunded lending commitments at December 31
2009 was $1.5 billion compared to $421 million at December 31 2008

The increase was largely driven by the fair value of the acquired Merrill

Lynch unfunded lending commitments
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Table 41 presents roliforward of the allowance for credit losses for 2009 and 2008

Table 41 Allowance for Credit Losses

Dollars in millions

2009 2008

Allowance for loan and lease losses January
23071 11588

Loans and leases charged off

Residential mortgage
4436 964

Home equity
7205 3597

Discontinued real estate
104 19

Credit card domestic
6753 4469

Credit card foreign
1332 639

Direct/Indirect consumer
6406 3777

Other consumer
491 461

Total consumer charge-offs
26727 13926--

Commercial domestic
5237 2567

Commercial real estate
2744 895

Commercial lease financing
217 79

Commercial foreign
558 199

Total commercial charge-offs
8756 3740

Total loans and leases charged off
35483 17666

Recoveries of loans and leases previously charged off

Residential mortgage
86 39

Home equity

155 101

Discontinued real estate

Credit card domestic
206 308

Credit card foreign
93 88

Direct/Indirect consumer
943 663

Other consumer
63 62

Total consumer recoveries
1549 1264

Commercial domestic
161 118

Commercial real estate
42

Commercial lease financing
22 19

Commercial foreign
21 26

Total commercial recoveries
246 171

Total recoveries of loans and leases previously charged off
795 1435

Net charge-offs
33688 16231

Provision for loan and lease losses
48366 26922

Write-downs on consumer purchased impaired loans
179 n/a

Other 41
370 792

Allowance for loan and lease losses December 31 37200 23071

Reserve for unfunded lending commitments January
421 518

Provision for unfunded lending
commitments

204 97

Other
862

Reserve for unfunded lending commitments December31
487 421

Allowance for credit losses December31 38687 23492

Loans and leases outstanding at December31 161
$895192 $926033

Allowance for loan and lease losses as percentage of total loans and leases outstanding at December31 361 4.16% 2.49%

Consumer allowance for loan and lease losses as percentage of total consumer loans and leases outstanding at December 31 4.81 2.83

Commercial allowance for loan and lease losses as percentage of total commercial loans and leases outstanding at December31 2.96 1_go

Average loans and leases outstanding 36 $941862 $905944

Net charge-offs as percentage of average loans and leases outstanding 36 3.58% 1.79%

Allowance for loan and lease losses as percentage of total nonperforming loans and leases at December31 1361 111 141

Ratio of the allowance for loan and lease losses at December 31 to net charge-offs
13 1.10 1.42

lii Includes small bosineso commercial domestic charge-offs of $3.0 billion and $2.0 billion in 2009 and 2008

21 Includes email business commercial domestic recoveries of $65 million and $39 million in 2009 and 2008

131 Allowance for loan and lease losses includes $3.9 billion and $750 million of valuation allowance for consumer purchaeed impaired loans at December 31 2009 and 2008 Eocluding the valuation allowance fur

purchased impaired loans allowance fur loan and lease losses as percentage of total nonperforming loans and leases would have been 99 purcest and 136 percent at December 31 2009 and 2008 For more

isformatiun us the impact of purchased impaired loans on asset quality see consumer Portfolio Credit Risk Management beginning on page 66 asd Commercial Portfolio Credit Risk Management beginning on page 76

41 The 2009 amount includes $750 million reduction in the allowance for loan and lease louses related to credit card Inane of $8.5 billion which were nuchanged for $7.8 bilhos held-to-maturity debt security that was

issued by the Corporations U.S Credit Card Securitizatino Trust and retained by the Corporation This redaction was partially offset by $340 million increase associated with the reclassification to other assets of the

December 31 2008 amount eupected to be reimbursed under residential mortgage cash collateralized synthetic secoritizations The 2008 amount includes the $1.2 billion addition of the Coontrwide allowance for

loan losses as of July 2008

51 The 2009 amount represents the fair value of the acquired Merrill Lynch unfunded lending commitments esciuding those accounted for under the fair value option set of accretion and the impact of funding previously

unfunded portions

101 Outstanding loan and lease balances and ratios do not include loans accounted for under the fair value option Loans measured at fair value were $4.9 billion and $5.4 billion at December 31 2009 and 2008 Average

loans measursd at fair value were $6.9 billion and $4.9 billion for 2009 and 2008

n/a not applicable
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For reporting purposes we allocate the allowance for credit losses across products However the allowance is available to absorb any credit losses

without restriction Table 42 presents our allocation by product type

Table 42 Allocation of the Allowance for Credit Losses by Product Type
December31

2009 2008

Percent of Percent of

Loans and Loans and

Percent Leases Percent Leases

Dollars in millions Amount of Total Outstanding Amount of Total Outstanding

Allowance for loan and lease losses

Residential mortgage 4607 12.38% 1.90% 1382 5.99% 0.56%

Home equity 10160 27.31 6.81 5385 23.34 3.53

Discontinued real estate 989 2.66 6.66 658 2.85 3.29

Credit card domestic 6017 16.18 12.17 3947 17.11 616
Credit card

foreign 1581 4.25 7.30 742 3.22 4.33

Direct/Indirect consumer 4227 1136 4.35 4341 18.81 20

Other consumer 204 0.55 6.53 203 0.88 5.87

Total consumer 27785 74.69 4.81 16658 72.20 2.83

Commercial domestic 21 5152 13.85 2.59 4339 18.81 1.98

Commercial real estate 3567 9.59 5.14 1465 6.35 2.26

Commercial lease financing 291 0.78 1.31 223 0.97 1.00

Commercial foreign 405 1.09 1.50 386 1.67 1.25

Total commercial 9415 25.31 2.96 6413 27.80 1.90

Allowance for loan and lease losses 37200 100.00% 4.16% 23071 100.00% 2.49%

Reserve for unfunded lending commitments 41 1487 421

Allowance for credit losses5 $38687 $23492

Ratios are calculated as allowance for loan and lease losses as percentage of loans and leases outstanding excluding loans accounted for under the fair value option for each loan and lease category Loans

accounted for under the fair value option include commercial domestic loans of $3.0 billion and $3.5 billion commercial foreign sans of $1.9 billion and $1.7 billion and commercial real estate loans of $90
million and $203 million at December 31 2009 and 2008

121 Includes allowance for small business commercial domestic loans of $2.4 billion at both December 31 2009 and 2008

Includes allowance for loan and lease losses for impaired commercial loans of $1.2 billion and $691 million vt December 31 2009 and 2008

The majority of the increase from December 31 2008 relates to the fair value of the acquired Merrill Lynch unfunded lending commitments evcluding commitments accounted for under the fair value option
51 Includes $3.9 billion and $750 million related to purchased impaired loans at December 31 2009 and 2008

Market Risk Management
Market risk is the risk that values of assets and liabilities or revenues will

be adversely affected by changes in market conditions such as market

movements This risk is inherent in the financial instruments associated

with our operations and/or activities including loans deposits securities

short-term borrowings long-term debt trading account assets and

liabilities and derivatives Market-sensitive assets and liabilities are

generated through loans and deposits associated with our traditional

banking business customer and other trading operations ALM process

credit risk mitigation activities and mortgage banking activities In the

event of market volatility factors such as underlying market movements

and liquidity have an impact on the results of the Corporation

Our traditional banking loan and deposit products are nontrading posi

tions and are generally reported at amortized cost for assets or the

amount owed for liabilities historical cost However these positions are

still subject to changes in economic value based on varying market con

ditions primarily changes in the levels of interest rates The risk of

adverse changes in the economic value of our nontrading positions is

managed through our ALM activities We have elected to account for cer

tain assets and liabilities under the fair value option For further

information on the fair value of certain financial assets and liabilities see

Note 20 Fair Value Measurements to the Consolidated Financial State

ments

Our trading positions are reported at fair value with changes currently

reflected in income Trading positions are subject to various risk factors

which include exposures to interest rates and foreign exchange rates as

well as mortgage equity commodity issuer and market liquidity risk

factors We seek to mitigate these risk exposures by using techniques

that encompass variety of financial instruments in both the cash and

derivatives markets The following discusses the key risk components

along with respective risk mitigation techniques

Interest Rate Risk

Interest rate risk represents exposures to instruments whose values vary

with the level or volatility of interest rates These instruments include but

are not limited to loans debt securities certain trading-related assets

and liabilities deposits borrowings and derivative instruments Hedging

instruments used to mitigate these risks include related derivatives such

as options futures forwards and swaps

Foreign Exchange Risk

Foreign exchange risk represents exposures to changes in the values of

current holdings and future cash flows denominated in other currencies

The types of instruments exposed to this risk include investments in for

eign subsidiaries foreign currency-denominated loans and securities

future cash flows in foreign currencies arising from foreign exchange

transactions foreign currency-denominated debt and various foreign

exchange derivative instruments whose values fluctuate with changes in

the level or volatility of currency exchange rates or foreign interest rates

Hedging instruments used to mitigate this risk include foreign exchange

options currency swaps futures forwards foreign currency- denominated

debt and deposits
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Mortgage Risk

Mortgage risk represents exposures to changes in the value of mortgage-

related instruments The values of these instruments are sensitive to

prepayment rates mortgage rates agency debt ratings default market

liquidity
other interest rates and interest rate volatility Our exposure to

these instruments takes several forms First we trade and engage in

market-making activities in variety of mortgage securities including

whole loans pass-through certificates commercial mortgages and CMOs

including CDOs using mortgages as underlying collateral Second we

originate variety of MBS which involves the accumulation of mortgage-

related loans in anticipation of eventual securitization Third we may hold

positions in mortgage securities and residential mortgage loans as part of

the ALM portfolio Fourth we create MSRs as part of our mortgage origi

nation activities See Note Summaty of Significant Accounting Pr/nc/

p/es and Note 22 Mortgage Servicing Rights to the Consolidated

Financial Statements for additional information on MSR5 Hedging instru

ments used to mitigate this risk include options futures forwards

swaps swaptions and securities

Equity Market Risk

Equity market risk represents exposures to securities that represent an

ownership interest in corporation in the form of domestic and foreign

common stock or other equity-linked instruments Instruments that would

lead to this exposure include but are not limited to the following com

mon stock exchange traded funds American Depositary Receipts con

vertible bonds listed equity options puts and calls over-the-counter

equity options equity total return swaps equity index futures and other

equity derivative products Hedging instruments used to mitigate this risk

include options futures swaps convertible bonds and cash positions

Commodity Risk

Commodity risk represents exposures to instruments traded in the petro

leum natural gas power and metals markets These instruments consist

primarily of futures forwards swaps and options Hedging instruments

used to mitigate this risk include options futures and swaps in the same

or similar commodity product as well as cash positions

Issuer Credit Risk

Issuer credit risk represents exposures to changes in the creditworthi

ness of individual issuers or groups of issuers Our portfolio is exposed to

issuer credit risk where the value of an asset may be adversely impacted

by changes in the levels of credit spreads by credit migration or by

defaults Hedging instruments used to mitigate this risk include bonds

CDS and other credit fixed income instruments

Market Liquidity Risk

Market liquidity risk represents the risk that expected market activity

changes dramatically and in certain cases may even cease to exist This

exposes us to the risk that we will not be able to transact in an orderly

manner and may impact our results This impact could further be

exacerbated if expected hedging or pricing correlations are impacted by

the disproportionate demand or lack of demand for certain instruments

We utilize various risk mitigating techniques as discussed in more detail

in Trading Risk Management

Trading Risk Management
Trading-related revenues represent the amount earned from trading posi

tions including market-based net interest income which are taken in

diverse range of financial instruments and markets Trading account

assets and liabilities and derivative positions are reported at fair value

For more information on fair value see Note 20 Fair Value Measure

ments to the Consolidated Financial Statements Trading-related rev

enues can be volatile and are largely
driven by general market conditions

and customer demand Trading-related revenues are dependent on the

volume and type of transactions the level of risk assumed and the vola

tility of price
and rate movements at any given time within the ever-

changing market environment

The Global Markets Risk Committee GRC chaired by the Global

Markets Risk Executive has been designated by ALMRC as the primary

governance authority for Global Markets Risk Management including trad

ing risk management The GRCs focus is to take forward-looking view

of the primary credit and market risks impacting Global Markets and

prioritize those that need proactive risk mitigation strategy Market risks

that impact lines of business outside of Global Markets are monitored

and governed by their respective governance
authorities

At the GRC meetings the committee considers significant daily rev

enues and losses by business along with an explanation of the primary

driver of the revenue or loss Thresholds are established for each of our

businesses in order to determine if the revenue or loss is considered to

be significant for that business If any of the thresholds are exceeded an

explanation of the variance is made to the GRC The thresholds are

developed in coordination with the respective risk managers to highlight

those revenues or losses which exceed what is considered to be normal

daily income statement volatility
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The following graph shows daily trading-related revenue and VAR for the twelve months ended December 31 2009 Actual losses did not exceed

daily trading VAR in the twelve months ended December 31 2009 Actual losses exceeded daily trading VAR two times in the twelve months ended

December 31 2008

Trading Risk and Return

Daily Trading-related Revenue and VAR

12/31/2009

01 Our VAR model uses historical simulation approach based on three years of historical data and an eopected shortfall methodology equivalent to 99 percent confidence level

Statiotically thin means that losses will eoceed VAR on anerage one out of 100 trading days or two to three times each year

Table 43 presents average high and low daily trading VAR for 2009 and 2008

Table 43 Trading Activities Market Risk VAR
2009 2008

VAR VAR

Dollars in millions
Average High Low 11

Average High Low Ill

Foreign exchange
20.3 55.4 6.1 7.7 11.7 5.0

Interest rate
73.7 136.7 43.6 28.9 68.3 12.4

Credit
183.3 338.7 123.9 84.6 185.2 44.1

Real estate/mortgage
51.1 81.3 32.4 22.7 43.1 12.8

Equities
44.6 87.6 23.6 28.0 63.9 15.5

Commodities 20.2 29.1 16.0 8.2 17.7 2.4

Portfolio diversification 187.0 169.4

Total market-based trading portfolio
206.2 $325.2 $117.9 $110.7 $255.7 $64.1

ll The high and low for the total portfolio may not equal the sum of the individual components as the highs or lows of the individual portfolios may have occurred 00 different trading days

21 The table above does not include credit protection purchased to manage our counterparty credit risk

The increase in average VAR during 2009 as compared to 2008

resulted from the acquisition of Merrill Lynch In periods of market stress

the GRC members communicate daily to discuss losses and VAR limit

excesses As result of this process the lines of business may

selectively reduce risk Where economically feasible positions are sold or

macroeconomic hedges are executed to reduce the exposure

Counterparty credit risk is an adjustment to the mark-to-market value

of our derivative exposures reflecting the impact of the credit quality of

counterparties on our derivative assets Since counterparty credit

exposure is not included in the VAR component of the regulatory capital

allocation we do not include it in our trading VAR and it is therefore not

included in the daily trading-related revenue illustrated in our histogram or

used for backtesting

Trading Portfolio Stress Testing

Because the very nature of VAR model suggests results can exceed our

estimates we also stress test our portfolio Stress testing estimates

the value change in our trading portfolio that may result from abnormal

market movements Various scenarios categorized as either historical or

hypothetical are regularly run and reported for the overall trading portfolio

and individual businesses Historical scenarios simulate the impact of

price changes which occurred during set of extended historical market

events Generally 10-business-day window or longer representing the

most severe point during the crisis is selected for each historical scenar

io Hypothetical scenarios provide simulations of anticipated shocks from

predefined market stress events These stress events include shocks to

underlying market risk variables which may be well beyond the shocks

found in the historical data used to calculate the VAR As with the histor

Daily

Trading
related

Revenue

VAR

12/31/2008 3/31/2009 6/30/2009 9/30/2009
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ical scenarios the hypothetical scenarios are designed to represent

short-term market disruption Scenarios are reviewed and updated as

necessary in light of changing positions and new economic or political

information In addition to the value afforded by the results themselves

this information provides senior management with clear picture of the

trend of risk being taken given the relatively static nature of the shocks

applied Stress testing for the trading portfolio is also integrated with the

enterprise-wide stress testing process has been established to ensure

consistency between the scenarios used for the trading portfolio
and

those used for enterprise-wide stress testing The scenarios used for

enterprise-wide stress testing purposes differ from the typical trading

portfolio
scenarios in that they have longer time horizon and the results

are forecasted over multiple periods for use in consolidated capital and

liquidity planning For additional information on enterprise-wide stress

testing see page 62

Interest Rate Risk Management for Nontrading

Activities

Interest rate risk represents the most significant market risk exposure to

our nontrading exposures Our overall goal is to manage interest rate risk

so that movements in interest rates do not adversely affect core net

interest income managed basis Interest rate risk is measured as the

potential volatility
in our core net interest income managed basis

caused by changes in market interest rates Client-facing activities pri

marily lending and deposit-taking create interest rate sensitive positions

on our balance sheet Interest rate risk from these activities as well as

the impact of changing market conditions is managed through our ALM

activities

Simulations are used to estimate the impact on core net interest

income managed basis using numerous interest rate scenarios bal

ance sheet trends and strategies These simulations evaluate how these

scenarios impact core net interest income managed basis on short-term

financial instruments debt securities loans deposits borrowings and

derivative instruments In addition these simulations incorporate

assumptions about balance sheet dynamics such as loan and deposit

growth and pricing changes in funding mix and asset and
liability repric

ing and maturity characteristics These simulations do not include the

impact of hedge ineffectiveness

Management analyzes core net interest income managed basis

forecasts utilizing different rate scenarios with the baseline utilizing
the

forward interest rates Management frequently updates the core net inter

est income managed basis forecast for changing assumptions and dif

fering outlooks based on economic trends and market conditions Thus

we continually monitor our balance sheet position in an effort to maintain

an acceptable level of exposure to interest rate changes

We prepare forward-looking forecasts of core net interest income

managed basis These baseline forecasts take into consideration

expected future business growth ALM positioning and the direction of

interest rate movements as implied by forward interest rates We then

measure and evaluate the impact that alternative interest rate scenarios

have on these static baseline forecasts in order to assess interest rate

sensitivity
under varied conditions The spot and 12-month forward

monthly rates used in our respective baseline forecasts at December 31

2009 and 2008 are presented in the following table

Table 44 Forward Rates

December 31

2008

Three-

Federal Month

Funds LIBOR

10-Year

Swap

0.25% 1.43% 2.56%

0.75 1.41 2.80

During 2009 the spread between the spot three-month London Inter-

Bank Offered Rate LIBOR and the Federal Funds target rate converged

We are typically asset sensitive to Federal Funds and Prime rates and

liability sensitive to LIBOR Net interest income benefits as the spread

between Federal Funds and LIBOR narrows

Table 45 below reflects the pre-tax dollar impact to forecasted core

net interest income managed basis over the next twelve months from

December 31 2009 and 2008 resulting from 100 bp gradual parallel

increase 100 bp gradual parallel decrease 100 bp gradual curve

flattening increase in short-term rates or decrease in long-term rates

and 100 bp gradual curve steepening decrease in short-term rates or

increase in long-term rates from the forward market curve For further

discussion of core net interest income managed basis see page 39

Spot rates

12-month forward rates

2009

Three-

Federal Month 10-Year

Funds LIBOR Swap

0.25% 0.25% 3.97%

1.14 1.53 4.47

Table 45 Estimated Core Net Interest Income Managed Basis at Risk

Dollars in millions
December31

curve Change Short Rate bps Long Rate bps 2009 2008

100 bps Parallel shift 100 100 598 144

-100 bps Parallel shift -100 -100 1084 186

Ratteners

Short end 100 127 545

Long end -100 616 638

Steepeners

Short end -100 444 453

Long end 100 476 698
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The sensitivity analysis above assumes that we take no action in

response to these rate shifts over the indicated periods The estimated

exposure is reported on managed basis and reflects impacts that may

be realized primarily in net interest income and card income on the Con

solidated Statement of Income This sensitivity analysis excludes any

impact that could occur in the valuation of retained interests in the Corpo

rations securitizations due to changes in interest rate levels For addi

tional information on securitizations see Note Securitizations to the

Consolidated Financial Statements

Our core net interest income managed basis was asset sensitive to

parallel move in interest rates at both December 31 2009 and 2008

Beyond what is already implied in the forward market curve the interest

rate risk position has become more exposed to declining rates since

December 31 2008 driven by the acquisition of Merrill Lynch and the

actions taken to strengthen our capital and liquidity position As part of

our ALM activities we use securities residential mortgages and interest

rate and foreign exchange derivatives in managing interest rate sensi

tivity

Securities

The securities portfolio is an integral part of our ALM position and is

primarily comprised of debt securities and includes MBS and to lesser

extent corporate municipal and other investment grade debt securities

At December 31 2009 AFS debt securities were $301.6 billion com

pared to $276.9 billion at December 31 2008 During 2009 and 2008

we purchased AFS debt securities of $185.1 billion and $184.2 billion

sold $159.4 billion and $119.8 billion and had maturities and received

paydowns of $59.9 billion and $26.1 billion We realized $4.7 billion and

$1.1 billion in gains on sales of debt securities during 2009 and 2008

In addition we securitized $14.0 billion and $26.1 billion of residential

mortgage loans into MBS which we retained during 2009 and 2008

Accumulated OCI includes $1.5 billion in after-tax gains at

December 31 2009 including $628 million of net unrealized losses

related to AFS debt securities and $2.1 billion of net unrealized gains

related to AFS marketable equity securities Total market value of the AFS

debt securities was $301.6 billion at December 31 2009 with

weighted-average duration of 4.5 years and primarily relates to our MBS

portfolio

The amount of pre-tax accumulated OCI loss related to AFS debt secu

rities decreased by $8.3 billion during 2009 to $1.0 billion For those

securities that are in an unrealized loss position we have the intent and

ability
to hold these securities to recovery and it is more likely than not

that we will not be required to sell the securities prior to recovery

We recognized $2.8 billion of other-than-temporary impairment losses

through earnings on AFS debt securities during 2009 compared to $3.5

billion during 2008 We also recognized $326 million of other-than-

temporary impairment losses on AFS marketable equity securities during

2009 compared to $661 million during 2008

The impairment of AFS debt and marketable equity securities is based

on variety of factors including the length of time and extent to which

the market value has been less than cost the financial condition of the

issuer of the security and its ability to recover market value and our

intent and ability to hold the security to recovery Based on our evaluation

of the above and other relevant factors and after consideration of the

losses described in the paragraph above we do not believe that the AFS

debt and marketable equity securities that are in an unrealized loss posi

tion at December 31 2009 are other-than-temporarily impaired

We adopted new accounting guidance related to the recognition and

presentation of other-than-temporary impairment of debt securities as of

January 2009 As prescribed by the new guidance at December 31

2009 we recognized the credit component of other-than-temporary

impairment of debt securities in earnings and the non-credit component in

OCI for those securities which we do not intend to sell and it is more

likely than not that we will not be required to sell the security prior to

recovery For more information on the adoption of the new guidance see

Note Summary of Significant Accounting Principles to the Con

solidated Financial Statements

Residential Mortgage Portfolio

At December 31 2009 residential mortgages were $242.1 billion com

pared to $248.1 billion at December 31 2008 We retained $26.6 billion

and $27.3 billion in first mortgages originated by Home Loans

Insurance during 2009 and 2008 We securitized $14.0 billion and $26.1

billion of residential mortgage loans into MBS which we retained during

2009 and 2008 During 2009 we had no purchases of residential mort

gages related to ALM activities compared to purchases of $405 million

during 2008 We sold $5.9 billion of residential mortgages during 2009

of which $5.1 billion were originated residential mortgages and $771 mil

lion were previously purchased from third parties These sales resulted in

gains of $47 million This compares to sales of $30.7 billion during 2008

which were comprised of $22.9 billion in originated residential mortgages

and $7.8 billion in mortgages previously purchased from third parties

These sales resulted in gains of $496 million We received paydowns of

$42.3 billion and $26.3 billion in 2009 and 2008

In addition to the residential mortgage portfolio we incorporated the

discontinued real estate portfolio that was acquired in connection with

the Countrywide acquisition into our ALM activities This portfolios bal

ance was $14.9 billion and $20.0 billion at December 31 2009 and

2008

Interest Rate and Forgn Exchange Derivative Contracts

Interest rate and foreign exchange derivative contracts are utilized in our

ALM activities and serve as an efficient tool to manage our interest rate

and foreign exchange risk We use derivatives to hedge the variability in

cash flows or changes in fair value on our balance sheet due to interest

rate and foreign exchange components For additional information on our

hedging activities see Note Derivatives to the Consolidated Financial

Statements

Our interest rate contracts are generally non-leveraged generic interest

rate and foreign exchange basis swaps options futures and forwards In

addition we use foreign exchange contracts including cross-currency

interest rate swaps and foreign currency forward contracts to mitigate the

foreign exchange risk associated with foreign currency-denominated

assets and liabilities Table 46 reflects the notional amounts fair value

weighted-average receive fixed and pay fixed rates expected maturity and

estimated duration of our open ALM derivatives at December 31 2009

and 2008 These amounts do not include derivative hedges on our net

investments in consolidated foreign operations and MSR5

Changes to the composition of our derivatives portfolio during 2009

reflect actions taken for interest rate and foreign exchange rate risk

management The decisions to reposition our derivatives portfolio are

based upon the current assessment of economic and financial conditions

including the interest rate environment balance sheet composition and

trends and the relative mix of our cash and derivative positions The

notional amount of our option positions increased to $6.5 billion at

December 31 2009 from $5.0 billion at December 31 2008 Changes

in the levels of the option positions were driven by swaptions acquired as

result of the Merrill Lynch acquisition Our interest rate swap positions

including foreign exchange contracts were net receive fixed position of

$52.2 billion at December 31 2009 compared to net receive fixed

position of $50.3 billion at December 31 2008 Changes in the notional

levels of our interest rate swap position were driven by the net addition of
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$104.4 billion in pay fixed swaps $83.4 billion in U.S dollar-

denominated receive fixed swaps and the net addition of $22.9 billion in

foreign currency-denominated receive fixed swaps The notional amount of

our foreign exchange basis swaps was $122.8 billion and $54.6 billion at

December 31 2009 and 2008 The $42.9 billion increase in same-

currency basis swap positions was primarily due to the acquisition of

Merrill Lynch Our futures and forwards net notional position which

reflects the net of long and short positions was long position of $10.6

billion compared to short position of $8.8 billion at December 31
2008

The following table includes derivatives utilized in our ALM activities

including those designated as accounting and economic hedging instru

ments The fair value of net ALM contracts increased $5.8 billion to

gain of $12.3 billion at December 31 2009 from gain of $6.4 billion at

December 31 2008 The increase was primarily attributable to changes
in the value of U.S dollar-denominated receive fixed interest rate swaps

of $1.9 billion foreign exchange basis swaps of $1.4 billion pay fixed

interest rate swaps of $1.2 billion foreign exchange contracts of $1.1

billion option products of $174 million and same-currency basis swaps of

$107 million The increase was partially offset by loss from changes in

the value of futures and forward rate contracts of $66 million

Table 46 Asset and Liability Management Interest Rate and Foreign Exchange Contracts

December 31 2009

Expected Maturity

Fair

Dollars in millions average estimated duration in years Value

Receive fxed interest rate swaps

Notional amount

Weighted-average fixed-rate

Pay fixed interest rate swaps 11

Notional amount

Weighted-average fixed-rate

Same-currency basis swaps3
Notional amount

Foreign exchange basis swaps 1245

Notional amount

Option products 16

Notional amount

Foreign exchange contracts 57

Notional amount

Futures and forward rate contracts

Notional amount 18

Total 2010 2011 2012 2013 2014 Thereafter

$110597 $15212 $35454 7333 $8247 $44343
3.65% 1.61% -% 2.42% 4.06% 3.48% 5.29%

$104445 2500 $50810 $14688 806 $3729 $31912
2.83% 1.82% 2.37% 2.24% 3.77% 2.61% 3.92%

42881 4549 8593 $11934 5591 $5546 6668

122807 7958 10968 19862 18322 31853 33844

6540 656 2031 1742 244 603 1264

103726 63158 3491 3977 6795 10585 15720

10559 10559

December 31 2008

Expected Maturity

Dollars in millions average estimated duration in years

Receive fixed interest rate swaps 112

Notional amount

Weighted-average fixed-rate

Foreign exchange basis swaps 45

Notional amount

Option products 16

Notional amount

Foreign exchange contracts

Notional amount

Futures and forward rate contracts

Notional amount

Net ALM contracts

3196

27166 17 4002

4.08% 7.35% 1.89%

5025 5000 22

1070

58

Average Estimated

Duration

4.93

11 At December 31 2009 the receive fised interest rate swap notional that repreuented forward starting swaps and will not be effective until their respective contractual start dates was $2.5 billion and the forward
starting pay fioed swap positions was $76.8 billion At December 31 2008 there were no forward starting pay or receive fined swap positions
Does not include basis adiustmeots on fioed-rate debt issued by the Corpuration and hedged under fair value hedges pursuant to derivatives designated as hedging instruments that substantially offset the fair salves
of these deriyafiveu

13 At December 31 2009 same-currency basis swaps consist of $42.9 billion in both foreign currency and U.S dollar-denominated basis
uwaps in which both sides of the swap are in the same currency There were no

same-currency basis swapu at December 31 2008

141 Foreign eschange basis swaps consist or cross-currency variable interest rate swaps used separately or in coniunction with receive fined interest rate swaps
151 Does sot include foreign currency translation adiustmento on certain foreign debt issued by the Corporation which substantially offset the fair values of these derivatives

101 Option products of $6.5 billion at December 31 2009 were comprised of $177 million in purchased caps and $6.3 billion in uwaptions Option products of $5.0 billion at December 31 2008 are comprised completely
of purchased caps

ni Foreign enchange contracts include foreign currencydensmieated and cross-currency receive fined interest rate swaps as well as foreign currency forward rate contracts Total notional was comprised of $46.0 billion in

foreign currency-denominated and cross-currency receive fined
swaps and $57.7 billion in foreign currency forward rate contracts at December 31 2009 and $23.1 billion

in foreign currency-denominated and cross-

currency receive Fined swaps and $78 million in foreign currency forward rate contracts at December 31 2008
15 Reflects the net vf long and short positions

4047

1175

107

4633

174

2144

Average Estimated

Duration

4.34

4.18

Net ALM contracts $12272

Fair

Value

2103

Total 2009 2010 2011 2012 2013 Thereafter

9258 773 $13116

3.31% 4.53% 5.27%

54569 4578 6192 3986 8916 $4819 $26078

6427

23063 2313 4021 1116 1535

8793 8793

486 13592
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We use interest rate derivative instruments to hedge the variability in

the cash flows of our assets and liabilities and other forecasted trans

actions cash flow hedges From time to time we also utilize equity-

indexed derivatives accounted for as derivatives designated as cash flow

hedges to minimize exposure to price fluctuations on the forecasted

purchase or sale of certain equity investments The net losses on both

open and terminated derivative instruments recorded in accumulated OCI

net-of-tax were $2.5 billion and $3.5 billion at December 31 2009 and

2008 These net losses are expected to be reclassified into earnings in

the same period when the hedged cash flows affect earnings and will

decrease income or increase expense on the respective hedged cash

flows Assuming no change in open cash flow derivative hedge positions

and no changes to prices or interest rates beyond what is implied in

forward yield curves at December 31 2009 the pre-tax net losses are

expected to be reclassified into earnings as follows $937 million or 23

percent within the next year 66 percent within five years and 88 percent

within 10 years with the remaining 12 percent thereafter For more

information on derivatives designated as cash flow hedges see Note

Derivatives to the Consolidated Financial Statements

In addition to the derivatives disclosed in Table 46 we hedge our net

investment in consolidated foreign operations determined to have func

tional currencies other than the U.S dollar using forward foreign

exchange contracts that typically settle in 90 days cross currency basis

swaps and by issuing foreign currency-denominated debt We recorded

after-tax losses from derivatives and foreign currency-denominated debt in

accumulated OCI associated with net investment hedges which was off

set by after-tax unrealized gains in accumulated OCI associated for

changes in the value of our net investments in consolidated foreign enti

ties at December 31 2009

Mortgage Banking Risk Management
We originate fund and service mortgage loans which subject us to credit

liquidity and interest rate risks among others We determine whether

loans will be held for investment or held for sale at the time of commit

ment and manage credit and liquidity risks by selling or securitizing

portion of the loans we originate

Interest rate and market risk can be substantial in the mortgage busi

ness Fluctuations in interest rates drive consumer demand for new mort

gages and the level of refinancing activity which in turn affects total

origination and service fee income Typically decline in mortgage inter

est rates will lead to an increase in mortgage originations and fees and

decrease in the value of the MSRs driven by higher prepayment expect

ations Hedging the various sources of interest rate risk in mortgage

banking is complex process that requires complex modeling and

ongoing monitoring IRLC5 and the related residential first mortgage LHFS

are subject to interest rate risk between the date of the IRLC and the

date the loans are sold to the secondary market To hedge interest rate

risk we utilize forward loan sale commitments and other derivative

instruments including purchased options These instruments are used as

economic hedges of IRLCs and residential first mortgage LHFS At

December 31 2009 and 2008 the notional amount of derivatives eco

nomically hedging the IRLC5 and residential first mortgage LHFS was

$161.4 billion and $97.2 billion

MSRs are nonfinancial assets created when the underlying mortgage

loan is sold to investors and we retain the right to service the loan We

use certain derivatives such as interest rate options interest rate swaps

forward settlement contracts euro dollar futures as well as mortgage-

backed and U.S Treasury securities as economic hedges of MSR5 The

notional amounts of the derivative contracts and other securities des

ignated as economic hedges of MSRs at December 31 2009 were $1.3

trillion and $67.6 billion for total notional amount of $1.4 trillion At

December 31 2008 the notional amounts of the derivative contracts

and other securities designated as economic hedges of MSRs were $1.0

trillion and $87.5 billion for total notional amount of $1.1 trillion In

2009 we recorded losses in mortgage banking income of $3.8 billion

related to the change in fair value of these economic hedges as com

pared to gains of $8.6 billion for 2008 For additional information on

MSR5 see Note 22 Mortgage Servicing Rights to the Consolidated

Financial Statements and for more information on mortgage banking

income see the Home Loans Insurance discussion beginning on page

43

Compliance Risk Management
Compliance risk is the risk posed by the failure to manage regulatory

legal
and ethical issues that could result in monetary damages losses or

harm to our reputation or image The Seven Elements of Compliance

Program provides the framework for the compliance programs that are

consistently applied across the enterprise to manage compliance risk

This framework includes common approach to commitment and

accountability policies and procedures controls and supervision monitor

ing regulatory change management education and awareness and

reporting

We approach compliance risk management on an enterprise and line

of business level The Operational Risk Committee provides oversight of

significant compliance risk issues Within Global Risk Management

Global Compliance Risk Management develops and guides the strategies

policies and practices for assessing and managing compliance risks

across the organization Through education and communication efforts

culture of compliance is emphasized across the organization We also

mitigate compliance risk through broad-based approach to process

management and improvement

The lines of business are responsible for all the risks within the busi

ness line including compliance risks Compliance Risk executives work

ing in conjunction with senior line of business executives have developed

key tools to address and measure compliance risks and to ensure com

pliance with laws and regulations in each line of business

Operational Risk Management
Operational risk is the risk of loss resulting from inadequate or failed

internal processes people systems or external events Successful

operational risk management is particularly important to diversified finan

cial services companies because of the nature volume and complexity of

the financial services business Under the Basel II Rules an operational

loss event is an event that results in loss and is associated with any of

the following seven operational loss event categories internal fraud

external fraud employment practices and workplace safety clients prod

ucts and business practices damage to physical assets business dis

ruption and system failures and execution delivery and process

management Losses in these categories are captured and mapped to

four overall risk categories people process systems and external

events Specific examples of loss events include robberies internal fraud

processing errors and physical losses from natural disasters

We approach operational risk management from two perspectives the

enterprise and line of business The Operational Risk Committee which

reports to the Audit Committee of the Board is responsible for opera

tional risk policies measurement and management and control proc

esses Within Global Risk Management Global Operational Risk

Management develops and guides the strategies policies practices

controls and monitoring tools for assessing and managing operational

risks across the organization

For selected risks we use specialized support groups such as Enter

prise Information Management and Supply Chain Management to
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develop risk management practices such as an information security pro

gram and supplier program to ensure that suppliers adopt appropriate

policies and procedures when performing work on our behalf These

specialized groups also assist the lines of business in the development

and implementation of risk management practices specific to the needs

of the individual businesses These groups also work with line of busi

ness executives and risk executives to develop and guide appropriate

strategies policies practices controls and monitoring tools for each line

of business

Additionally where appropriate we purchase insurance policies to

mitigate the impact of operational losses when and if they occur These

insurance policies are
explicitly incorporated in the structural features of

our operational risk evaluation As insurance recoveries especially given

recent market events are subject to
legal and financial uncertainty the

inclusion of these insurance policies are subject to reductions in the miti

gating benefits expected within our operational risk evaluation

The lines of business are responsible for all the risks within the busi

ness line including operational risks Operational risk executives working

in conjunction with senior line of business executives have developed

key tools to help identify measure mitigate and monitor risk in each line

of business Examples of these include personnel management practi

ces data reconciliation processes fraud management units transaction

processing monitoring and analysis business recovery planning and new

product introduction processes In addition the lines of business are

responsible for monitoring adherence to corporate practices Line of

business management uses self-assessment process which helps to

identify and evaluate the status of risk and control issues including miti

gation plans as appropriate The goal of the self-assessment process is

to periodically assess changing market and business conditions to eval

uate key risks impacting each line of business and assess the controls in

place to mitigate the risks In addition to information gathered from the

self-assessment process key operational risk indicators have been

developed and are used to help identify trends and issues on both an

enterprise and line of business level

ASF Framework
In December 2007 the American Securitization Forum ASF issued the

Streamlined Foreclosure and Loss Avoidance Framework for Securitized

Adjustable Rate Mortgage Loans the ASF Framework The ASF Frame

work was developed to address large number of subprime loans that

are at risk of default when the loans reset from their initial fixed interest

rates to variable rates The objective of the framework is to provide uni

form guidelines for evaluating large number of loans for refinancing in

an efficient manner while complying with the relevant tax regulations and

off-balance sheet accounting standards for loan securitizations The ASF

Framework targets loans that were originated between January 2005

and July 31 2007 have an initial fixed interest rate period of 36 months

or less and which are scheduled for their first interest rate reset between

January 2008 and July 31 2010

The ASF Framework categorizes the targeted loans into three seg

ments Segment includes loans where the borrower is likely to be able

to refinance into any available mortgage product Segment includes

loans where the borrower is current but is unlikely to be able to refinance

into any readily available mortgage product Segment includes loans

where the borrower is not current If certain criteria are met ASF Frame

work loans in Segment are eligible
for fast-track modification under

which the interest rate will be kept at the existing initial rate generally for

five years following the interest rate reset date Upon evaluation

if targeted loans do not meet specific criteria to be
eligible

for one of the

three segments they are categorized as other loans as shown in the

table below These criteria include the occupancy status of the borrower

structure and other terms of the loan In January 2008 the SECs Office

of the Chief Accountant issued letter addressing the accounting issues

relating to the ASF Framework The letter concluded that the SEC would

not object to continuing off-balance sheet accounting treatment for

Segment loans modified pursuant to the ASF Framework

For those current loans that are accounted for off-balance sheet that

are modified but not as part of the ASF Framework the servicer must

perform on an individual basis an analysis of the borrower and the loan

to demonstrate it is probable that the borrower will not meet the repay

ment obligation in the near term Such analysis provides sufficient evi

dence to demonstrate that the loan is in imminent or reasonably

foreseeable default The SECs Office of the Chief Accountant issued

letter in
July 2007 stating that it would not object to continuing

off-balance sheet accounting treatment for these loans

Prior to the acquisition of Countrywide on July 2008 Countrywide

began making fast-track loan modifications under Segment of the ASF

Framework in June 2008 and the off-balance sheet accounting treatment

of QSPEs that hold those loans was not affected In addition other work

out activities
relating to subprime ARMs including modifications e.g

interest rate reductions and capitalization of interest and repayment

plans were also made These initiatives have continued subsequent to

the acquisition in an effort to work with all of our customers that are eligi

ble and affected by loans that meet the requisite criteria These fore

closure prevention efforts will reduce foreclosures and the related losses

providing solution for customers and protecting investors

As of December 31 2009 the principal balance of beneficial inter

ests issued by the QSPEs that hold subprime ARMs totaled $70.5 billion

and the fair value of beneficial interests related to those QSPEs held by

the Corporation totaled $9 million The following table presents sum
mary of loans in QSPEs that hold subprime ARMs as of December 31
2009 as well as workout and other activity for the subprime loans by ASF

categorization for 2009 Prior to the acquisition of Countrywide on July

2008 we did not originate or service significant subprime residential

mortgage loans nor did we hold significant amount of beneficial

interests in QSPEs of subprime residential mortgage loans

Table 47 QSPE Loans Subject to ASF Framework Evaluation

December 31 2009
Activity During the Year Ended December 31 2009

Other

Percent of Fast-track Workout
Dollars in mitions Balance Total Payoffs Modifications Activities Foreclosures

Segment 4875 6.9% 443 675 78
Segment 8114 11.5 142 27 1368 155
Segment 17817 25.3 489 3413 3150

Total subprinie ARMs 30806 43.7 1074 33 5456 3383
Other loans

37891 53.7 1228 174 4355 2126
Foreclosed

properties 1838 2.6 n/a n/a n/a n/a

Total
$70535 100.0% $2302 $207 $9811 $5509

Represents loans that were acquired with the acquisitions ot Countrryside on July 12008 and Merrill Lynch on January 12009 that meet the requirements of the ASF Framework
n/a not applicable
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Complex Accounting Estimates

Our significant accounting principles as described in Note Summary

of Significant Accounting Principles to the Consolidated Financial State

ments are essential in understanding the MDA Many of our significant

accounting principles require complex judgments to estimate the values

of assets and liabilities We have procedures and processes in place to

facilitate making these judgments

The more judgmental estimates are summarized below We have iden

tified and described the development of the variables most important in

the estimation processes that with the exception of accrued taxes

involve mathematical models to derive the estimates In many cases

there are numerous alternative judgments that could be used in the proc

ess of determining the inputs to the models Where alternatives exist we

have used the factors that we believe represent the most reasonable

value in developing the inputs Actual performance that differs from our

estimates of the key variables could impact net income Separate from

the possible future impact to net income from input and model variables

the value of our lending portfolio and market sensitive assets and

liabilities may change subsequent to the balance sheet date often sig

nificantly due to the nature and magnitude of future credit and market

conditions Such credit and market conditions may change quickly and in

unforeseen ways and the resulting volatility could have significant

negative effect on future operating results These fluctuations would not

be indicative of deficiencies in our models or inputs

Allowance for Credit Losses

The allowance for credit losses which includes the allowance for loan

and lease losses and the reserve for unfunded lending commitments

represents managements estimate of probable losses inherent in the

Corporations lending activities excluding those accounted for under the

fair value option Changes to the allowance for credit losses are reported

in the Consolidated Statement of Income in the provision for credit loss

es Our process for determining the allowance for credit losses is dis

cussed in the Credit Risk Management section beginning on page 66 and

Note Summary of Significant Accounting Principles to the Con

solidated Financial Statements Due to the variability
in the drivers of the

assumptions used in this process estimates of the portfolios inherent

risks and overall collectability change with changes in the economy

individual industries countries and borrowers or counterparties ability

and willingness to repay their obligations The degree to which any partic

ular assumption affects the allowance for credit losses depends on the

severity of the change and its relationship to the other assumptions

Key judgments used in determining the allowance for credit losses

include risk ratings for pools of commercial loans and leases

ii market and collateral values and discount rates for individually
eval

uated loans iii product type classifications for consumer and commer

cial loans and leases iv loss rates used for consumer and commercial

loans and leases adjustments made to address current events and

conditions vi considerations regarding domestic and global economic

uncertainty and vii overall credit conditions

Our allowance for loan and lease losses is sensitive to the risk ratings

assigned to commercial loans and leases Assuming downgrade of one

level in the internal risk rating for commercial loans and leases except

loans and leases already risk-rated Doubtful as defined by regulatory

authorities the allowance for loan and lease losses would increase by

approximately $4.9 billion at December 31 2009 The allowance for loan

and lease losses as percentage of total loans and leases at

December 31 2009 was 4.16 percent and this hypothetical increase in

the allowance would raise the ratio to approximately 4.70 percent Our

allowance for loan and lease losses is also sensitive to the loss rates

used for the consumer and commercial portfolios 10 percent increase

in the loss rates used on the consumer and commercial loan and lease

portfolios
covered by the allowance would increase the allowance for loan

and lease losses at December 31 2009 by approximately $2.9 billion of

which $2.6 billion would relate to consumer and $266 million to commer

cial

Purchased impaired loans are initially recorded at fair value Appli

cable accounting guidance prohibits carry-over or creation of valuation

allowances in the initial accounting However subsequent decreases in

the expected principal
cash flows from the date of acquisition result in

charge to the provision for credit losses and corresponding increase to

the allowance for loan and lease losses Our purchased impaired portfolio

is also subjected to stress scenarios to evaluate the potential impact

given certain events one percent decrease in the expected principal

cash flows could result in approximately $200 million impairment of the

portfolio of which approximately $100 million would relate to our dis

continued real estate portfolio

These sensitivity analyses do not represent managements expect

ations of the deterioration in risk ratings or the increases in loss rates

but are provided as hypothetical scenarios to assess the sensitivity of the

allowance for loan and lease losses to changes in key inputs We believe

the risk ratings and loss seventies currently in use are appropriate and

that the probability
of downgrade of one level of the internal risk ratings

for commercial loans and leases within short period of time is remote

The process of determining the level of the allowance for credit losses

requires high degree of judgment It is possible that others given the

same information may at any point in time reach different reasonable

conclusions

Mortgage Servicing Rights

MSR5 are nonfinancial assets that are created when mortgage loan is

sold and we retain the right to service the loan We account for consumer

MSR5 at fair value with changes in fair value recorded in the Consolidated

Statement of Income in mortgage banking income Commercial-related

and residential reverse mortgage MSRs are accounted for using the

amortization method i.e lower of cost or market with impairment recog

nized as reduction of mortgage banking income At December 31

2009 our total MSR balance was $19.8 billion

We determine the fair value of our consumer MSRs using valuation

model that calculates the present value of estimated future net servicing

income The model incorporates key economic assumptions including

estimates of prepayment rates and resultant weighted average lives of

the MSRs and the option-adjusted spread OAS levels These variables

can and generally do change from quarter to quarter as market con

ditions and projected interest rates change These assumptions are sub

jective in nature and changes in these assumptions could materially

affect our net income For example decreasing the prepayment rate

assumption used in the valuation of our consumer MSR5 by 10 percent

while keeping all other assumptions unchanged could have resulted in an

estimated increase of $895 million in mortgage banking income at

December 31 2009

We manage potential changes in the fair value of MSR5 through

comprehensive risk management program The intent is to mitigate the

effects of changes in the fair value of MSR5 through the use of risk man

agement instruments To reduce the sensitivity of earnings to interest rate

and market value fluctuations securities as well as certain derivatives

such as options and interest rate swaps may be used as economic

hedges of the MSRs but are not designated as accounting hedges These

instruments are carried at fair value with changes in fair value recognized

in mortgage banking income The impact provided above does not reflect

any hedge strategies that may be undertaken to mitigate such risk
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For additional information on MSRs including the
sensitivity of

weighted average lives and the fair value of MSRs to changes in modeled

assumptions see Note 22 Mortgage Servicing Rights to the Con

solidated Financial Statements

Fair Value of Financial Instruments

We determine the fair values of financial instruments based on the fair

value hierarchy under applicable accounting guidance which requires an

entity
to maximize the use of observable inputs and minimize the use of

unobservable inputs when measuring fair value Applicable accounting

guidance establishes three levels of inputs used to measure fair value

We carry trading account assets and liabilities derivative assets and

liabilities AFS debt and marketable equity securities certain MSRs and

certain other assets at fair value Also we account for certain corporate

loans and loan commitments LHFS commercial paper and other short-

term borrowings securities financing agreements asset-backed secured

financings long-term deposits and long-term debt under the fair value

option For more information see Note 20 Fair Value Measurements to

the Consolidated Financial Statements

The fair values of assets and liabilities include adjustments for market

liquidity credit quality and other deal specific factors where appropriate

Valuations of products using models or other techniques are sensitive to

assumptions used for the significant inputs Where market data is avail

able the inputs used for valuation reflect that information as of our valu

ation date Inputs to valuation models are considered unobservable if

they are supported by little or no market activity In periods of extreme

volatility lessened
liquidity or in illiquid markets there may be more

variability in market pricing or lack of market data to use in the valu

ation process To ensure the prudent application of estimates and man
agement judgment in determining the fair value of assets and

liabilities

we have in place various processes and controls that include model

validation policy that requires review and approval of quantitative models

used for deal pricing financial statement fair value determination and risk

quantification trading product valuation policy that requires verification

of all traded product valuations and periodic review and substantiation

of daily profit and loss reporting for all traded products Primarily through

validation controls we utilize both broker and
pricing service inputs which

can and do include both market-observable and internally-modeled values

and/or value inputs Our reliance on this information is tempered by the

knowledge of how the broker and/or pricing service develops its data with

higher degree of reliance applied to those that are more
directly

observable and lesser reliance applied to those developed through their

own internal modeling Similarly broker quotes that are executable are

given higher level of reliance than indicative broker quotes which are

not executable These processes and controls are performed

independently of the business

Trading account assets and liabilities are carried at fair value based

primarily on actively traded markets where prices are from either direct

market quotes or observed transactions
Liquidity is significant factor in

the determination of the fair value of trading account assets and

liabilities Market price quotes may not be readily available for some posi

tions or positions within market sector where trading activity has

slowed significantly or ceased Situations of illiquidity generally are trig

gered by market perception of credit uncertainty regarding single com

pany or specific market sector In these instances fair value is

determined based on limited available market information and other fac

tors principally from reviewing the issuers financial statements and

changes in credit ratings made by one or more of the ratings agencies

Trading account profits losses which represent the net amount

earned from our trading positions can be volatile and are largely driven

by general market conditions and customer demand Trading account

profits losses are dependent on the volume and type of transactions

the level of risk assumed and the volatility of price and rate movements

at any given time within the ever-changing market environment To eval

uate risk in our trading activities we focus on the actual and potential

volatility of individual positions as well as portfolios At portfolio and

corporate level we use trading limits stress testing and tools such as

VAR modeling which estimates potential daily loss that we do not

expect to exceed with specified confidence level to measure and

manage market risk For more information on VAR see Trading Risk

Management beginning on page 92

The fair values of derivative assets and liabilities traded in the

over-the-counter market are determined using quantitative models that

require the use of multiple market inputs including interest rates prices

and indices to generate continuous yield or pricing curves and volatility

factors which are used to value the positions The majority of market

inputs are actively quoted and can be validated through external sources

including brokers market transactions and third-party pricing services

Estimation risk is greater for derivative asset and
liability positions that

are either option-based or have longer maturity dates where observable

market inputs are less readily available or are unobservable in which

case quantitative-based extrapolations of rate price or index scenarios

are used in determining fair values The Corporation incorporates within

its fair value measurements of over-the-counter derivatives the net credit

differential between the counterparty credit risk and our own credit risk

The value of the credit differential is determined by reference to existing

direct market reference costs of credit or where direct references are not

available proxy is applied consistent with direct references for other

counterparties that are similar in credit risk An estimate of severity of

loss is also used in the determination of fair value primarily based on

historical experience adjusted for any more recent name specific expect

ations

Lev Assets and UaWflfles

Financial assets and liabilities whose values are based on prices or valu

ation techniques that require inputs that are both unobservable and are

significant to the overall fair value measurement are classified as Level

under the fair value hierarchy established in applicable accounting guid

ance The Level financial assets and liabilities include private equity

investments consumer MSR5 ABS highly structured complex or long-

dated derivative contracts structured notes and certain CDOs for which

there is not an active market for identical assets from which to determine

fair value or where sufficient current market information about similar

assets to use as observable cofroborated data for all significant inputs

into valuation model are not available In these cases the fair values of

these Level financial assets and liabilities are determined using pricing

models discounted cash flow methodologies net asset value approach

for certain structured securities or similar techniques for which the

determination of fair value requires significant management judgment or

estimation In 2009 there were no changes to the quantitative models

or uses of such models that resulted in material adjustment to the

Consolidated Statement of Income

Level assets before the impact of counterparty netting related to

our derivative positions were $103.6 billion and $59.4 billion at

December 31 2009 and 2008 and represented approximately 14 per

cent and 10 percent of assets measured at fair value or five percent and

three percent of total assets Level liabilities before the impact of

counterparty netting related to our derivative positions were $21.8 billion

and $8.0 billion as of December 31 2009 and 2008 and represented

approximately 10 percent and nine percent of the liabilities measured at

fair value or approximately one percent of total liabilities At December

31 2009 $21.1 billion or 12 percent of trading account assets were
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classified as Level assets and $396 million or less than one percent

of trading account liabilities were classified as Level liabilities At

December 31 2009 $23.0 billion or 29 percent of derivative assets

were classified as Level assets and $15.2 billion and 35 percent of

derivative liabilities were classified as Level liabilities See Note 20

Fair Value Measurements to the Consolidated Financial Statements for

tabular presentation of the fair values of Level and assets and

liabilities at December 31 2009 and 2008 and detail of Level activity

for the years ended December 31 2009 2008 and 2007

In 2009 we recognized gains of $10.6 billion on Level assets and

liabilities which were primarily gains on net derivatives and consumer MSRs

partially
offset by losses on long-term debt We also recorded unrealized

gains of $3.3 billion pre-tax in accumulated OCI on Level assets and

liabilities during the year which were driven primarily by improved market

observability as liquidity returned to the market related to non-agency MBS

The gains in net derivatives were driven by high origination
volumes of

held-for-sale mortgage loans and by positive
valuation adjustments on our

RLC5 The increase in the consumer MSR balance benefited from changes

in the forward interest rate curve Losses of $2.3 billion on long-term debt

were driven by the impact of market movements and from improved credit

spreads on certain Merrill Lynch structured notes

Level financial instruments such as our consumer MSRs may be

economically hedged with derivatives not classified as Level therefore

gains or losses associated with Level financial instruments may be

offset by gains or losses associated with financial instruments classified

in other levels of the fair value hierarchy The gains and losses recorded

in earnings did not have significant impact on our liquidity or capital

resources

review of fair value hierarchy classifications is conducted on quar

terly basis Transfers into or out of Level are made if the significant

inputs used in the financial models measuring the fair values of the

assets and liabilities became unobservable or observable respectively in

the current marketplace These transfers are effective as of the beginning

of the quarter In 2009 several transfers were made into or out of Level

Long-term debt of $4.3 billion was transferred out of Level due to the

decreased significance of unobservable inputs on certain structured

notes Net derivative assets of $5.7 billion were transferred into Level

due to the impact of significant unobservable inputs in the overall valu

ation of certain derivative products in the marketplace

Global Principal Investments

Global Principal Investments is included within Equity Investments in All

Other on page 53 Global Principal Investments is comprised of diversi

fied portfolio of investments in privately-held and publicly-traded compa

nies at all stages of their life cycle These investments are made either

directly in company or held through fund Some of these companies

may need access to additional cash to support their long-term business

models Market conditions and company performance may impact

whether funding is available from private investors or the capital markets

At December 31 2009 this portfolio totaled $14.1 billion including

$12.4 billion of nonpublic investments Investments with active market

quotes are carried at estimated fair value however the majority of our

investments do not have publicly
available price quotes and therefore the

fair value is unobservable Valuation of these investments requires sig

nificant management judgment We initially value these investments at

transaction price and adjust valuations when evidence is available to

support such adjustments Such evidence includes transactions in similar

instruments market comparables completed or pending third-party trans

actions in the underlying investment or comparable entities subsequent

rounds of financing recapitalizations and other transactions across the

capital structure and changes in financial ratios or cash flows Invest-

ments are carried at estimated fair value with changes recorded in equity

investment income in the Consolidated Statement of Income

Accrued Income Taxes

Accrued income taxes reported as component of accrued expenses and

other liabilities on our Consolidated Balance Sheet represents the net

amount of current income taxes we expect to pay to or receive from vari

ous taxing jurisdictions attributable to our operations to date We currently

file income tax returns in more than 100 jurisdictions and consider many

factors including statutory judicial and regulatory guidance in estimating

the appropriate accrued income taxes for each jurisdiction

In applying the applicable accounting guidance we monitor relevant

tax authorities and change our estimate of accrued income taxes due to

changes in income tax laws and their interpretation by the courts and

regulatory authorities These revisions of our estimate of accrued income

taxes which also may result from our income tax planning and from the

resolution of income tax controversies may be material to our operating

results for any given period

Goodwill and Intangible Assets

The nature of and accounting for goodwill and intangible assets are dis

cussed in detail in Note Summaty of Significant Accounting Principles

and Note 10 Goodwill and Intangible Assets to the Consolidated Finan

cial Statements Goodwill is reviewed for potential impairment at the

reporting unit level on an annual basis which for the Corporation is per

formed as of June 30 or in interim periods if events or circumstances

indicate potential impairment reporting unit is business segment or

one level below As reporting units are determined after an acquisition or

evolve with changes in business strategy goodwill is assigned and it no

longer retains its association with particular acquisition All of the rev

enue streams and related activities of reporting unit whether acquired

or organic are available to support the value of the goodwill

The Corporations common stock price consistent with common stock

prices in the financial services industry has been more volatile over the

past 18 months primarily
due to the deterioration in the financial markets

in 2008 as the overall economy moved into recession followed in 2009

by stabilization and improvement in some sectors of the economy During

this period our market capitalization remained below our recorded book

value The fair value of all reporting units as of the June 30 2009 annual

impairment test was estimated to be $262.8 billion and the common

stock market capitalization of the Corporation as of that date was $114.2

billion $149.6 billion at December 31 2009 including CES The implied

control premium or the amount buyer is willing to pay over the current

market price of publicly traded stock to obtain control was 52 percent

after taking into consideration the outstanding preferred stock of $58.7

billion as of June 30 2009 As none of our reporting units are publicly

traded individual reporting unit fair value determinations are not directly

correlated to the Corporations stock price Although we believe it is

reasonable to conclude that market capitalization could be an indicator of

fair value over time we do not believe that recent fluctuations in our

market capitalization as result of the market dislocation are reflective of

actual cash flows and the fair value of our individual reporting units

Estimating the fair value of reporting units and the assets liabilities

and intangible assets of reporting unit is subjective process that

involves the use of estimates and judgments particularly related to cash

flows the appropriate discount rates and an applicable control premium

The fair values of the reporting units were determined using combina

tion of valuation techniques consistent with the market approach and the

income approach and included the use of independent valuation special

ists Measurement of the fair values of the assets liabilities and

intangibles of reporting unit was consistent with the requirements of the
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fair value measurements accounting guidance and includes the use of

estimates and judgments The fair values of the intangible assets were

determined using the income approach

The market approach we used results in an estimate of the fair value

of the individual reporting units by incorporating any combination of the

tangible capital book capital and earnings multiples from comparable

publicly traded companies in similar industries to that of the reporting

unit The relative weight assigned to these multiples varies among the

reporting units based upon qualitative and quantitative characteristics

primarily the size and relative profitability of the respective reporting unit

as compared to the comparable publicly traded companies Since the fair

values determined under the market approach are representative of

noncontrolling interest control premium was added to arrive at the fair

values of the reporting units on controlling basis

For purposes of the income approach discounted cash flows were

calculated by taking the net present value of estimated cash flows using

combination of historical results estimated future cash flows and an

appropriate terminal value Our discounted cash flow analysis employs

capital asset pricing model in estimating the discount rate i.e cost of

equity financing for each reporting unit The inputs to this model include

the risk-free rate of return beta measure of the level of

non-diversifiable risk associated with comparable companies for each

specific reporting unit market equity risk premium and in certain cases

an unsystematic company-specific risk factor The unsystematic risk

factor is the input that specifically addresses uncertainty related to our

projections of earnings and growth including the uncertainty related to

loss expectations We utilized discount rates that we believe adequately

reflect the risk and uncertainty in the financial markets generally and

specifically
in our internally developed forecasts Expected rates of equity

returns were estimated based on historical market returns and risk/return

rates for similar industries to that of the reporting unit We use our

internal forecasts to estimate future cash flows and actual results may

differ from forecasted results

We perform our annual goodwill impairment test for all reporting units

as of June 30 each year In performing the first step of the annual

impairment analysis we compared the fair value of each reporting unit to

its current carrying amount including goodwill To determine fair value we

used combination of market approach and an income approach

Under the market approach we compared earnings and equity multiples

of the individual reporting units to multiples of public companies com
parable to the individual reporting units The control premiums used in

the June 30 2009 annual impairment test ranged from 25 percent to 35

percent Under the income approach we updated our assumptions to

reflect the current market environment The discount rates used in the

June 30 2009 annual impairment test ranged from 11 percent to 20

percent depending on the relative risk of reporting unit Growth rates

developed by management for each reporting unit and/or individual rev

enue and expense items ranged from two percent to 10 percent For cer

tain revenue and expense items that have been significantly affected by

the current economic environment management developed separate

long-term forecasts

Based on the results of step one of the impairment test we

determined that the carrying amount of the Home Loans Insurance and

Global Card Services reporting units including goodwill exceeded their

fair value The carrying amount of the reporting unit fair value of the

reporting unit and goodwill for Home Loans Insurance were $16.5 bil

lion $14.3 billion and $4.8 billion respectively and for Global Card Sen/

ices were $41.4 billion $41.3 billion and $22.3 billion respectively

Because the carrying amount exceeded the fair value we performed step

two of the goodwill impairment test for these reporting units as of

June 30 2009 For all other reporting units step two was not required as

their fair value exceeded their carrying amount in step one indicating

there was no impairment In step two we compared the implied fair value

of each reporting units goodwill with the carrying amount of that goodwill

We determined the implied fair value of goodwill for reporting unit by

assigning the fair value of the reporting unit to all of the assets and

liabilities of that unit including any unrecognized intangible assets as if

the reporting unit had been acquired in business combination The

excess of the fair value of the reporting unit over the amounts assigned

to its assets and liabilities is the implied fair value of goodwill Based on

the results of step two of the impairment test as of June 30 2009 we

determined that goodwill was not impaired in the Home Loans

Insurance or Global Card Services reporting units

In estimating the fair value of the reporting units in step one of the

goodwill impairment analysis we note that the fair values can be sensi

tive to changes in the projected cash flows and assumptions In some

instances minor changes in the assumptions could impact whether the

fair value of reporting unit is greater than its carrying amount Fur

thermore prolonged decrease or increase in particular assumption

could eventually lead to the fair value of reporting unit being less than

its carrying amount Also to the extent step two of the goodwill analysis

is required changes in the estimated fair values of the individual assets

and liabilities may impact other estimates of fair value for assets or

liabilities and result in different amount of implied goodwill and ulti

mately the amount of goodwill impairment if any

Given the results of our annual impairment test and due to continued

stress on Home Loans Insurance and Global Card Services as result

of current market conditions we concluded that we should perform an

additional impairment analysis for these two reporting units as of

December 31 2009 In step one of the goodwill impairment analysis the

fair value of Home Loans Insurance was estimated with equal weighting

assigned to the market approach and the income approach The fair value

of Global Card Services was estimated under the income approach Under

the market approach valuation for Home Loans Insurance significant

assumptions were consistent with the assumptions used in our annual

impairment tests as of June 30 2009 and included market multiples and

control premium In the Global Card Services valuation under the

income approach the significant assumptions included the discount rate

terminal value expected loss rates and expected new account growth

Consistent with the June 30 2009 annual impairment test the carrying

amount exceeded the fair value for Home Loans Insurance requiring

that we perform step two Although Global Card Services passed step one

of the goodwill impairment analysis to further substantiate the value of

the goodwill balance we also performed the step two analysis for this

reporting unit The carrying amount of the reporting unit fair value of the

reporting unit and goodwill for Home Loans Insurance were $27.3 bil

lion $20.3 billion and $4.8 billion respectively and for Global Card Serv

ices were $43.4 billion $47.3 billion and $22.3 billion respectively The

estimated fair value as percent of the carrying amount at December 31
2009 was 74 percent for Home Loans Insurance and 109 percent for

Global Card Services The increase in the fair value of Global Card Serv

ices during the fourth quarter of 2009 was primarily attributable to

improvement in market conditions and the economic outlook for the

reporting unit Under step two of the goodwill impairment analysis for

both reporting units significant assumptions in measuring the fair value

of the assets and liabilities of the reporting units including discount rates

loss rates interest rates and new account growth were updated in
light

of

the improvement in economic conditions Based on the results of step

two of our impairment tests there was no goodwill impairment as of

December 31 2009

If economic conditions deteriorate or other events adversely impact

the business models and the related assumptions including discount
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rates loss rates interest rates and new account growth used to value

these reporting units there could be change in the valuation of our

goodwill and intangible assets and may possibly result in the recognition

of impairment losses With any assumption change when prolonged

change in performance causes the fair value of the reporting unit to fall

below the carrying amount of goodwill goodwill impairment will occur

Consolidation and Accounting for Variable Interest

Entities

Under applicable accounting guidance VIE is consolidated by the entity

that will absorb majority of the variability created by the assets of the

VIE The calculation of variability
is based on an analysis of projected

probability-weighted cash flows based on the design of the particular
VIE

Scenarios in which expected cash flows are less than or greater than the

expected outcomes create expected losses or expected residual returns

The entity that will absorb majority of expected variability the sum of

the absolute values of the expected losses and expected residual

returns consolidates the VIE and is referred to as the primary beneficiary

variety of qualitative and quantitative assumptions are used to

estimate projected cash flows and the relative probability of each poten

tial outcome and to determine which parties will absorb expected losses

and expected residual returns Critical assumptions which may include

projected credit losses and interest rates are independently verified

against market observable data where possible Where market

observable data is not available the results of the analysis become more

subjective

As certain events occur we reconsider which parties will absorb varia

bility and whether we have become or are no longer the primary benefi

ciary The consolidation status of VIE may change as result of such

reconsideration events which occur when VIEs acquire additional assets

issue new variable interests or enter into new or modified contractual

arrangements reconsideration event may also occur when we acquire

new or additional interests in VIE

See the Impact of Adopting New Accounting Guidance on Con

solidation section on page 64 for discussion of new accounting that

significantly changes the criteria for consolidation effective January

2010

2008 Compared to 2007
The following discussion and analysis provides comparison of our results

of operations for 2008 and 2007 This discussion should be read in con

junction with the Consolidated Financial Statements and related Notes

Tables and contain financial data to supplement this discussion

Overview

Net Income

Net income totaled $4.0 billion in 2008 compared to $15.0 billion in

2007 Including preferred stock dividends income applicable to common

shareholders was $2.6 billion or $0.54 per diluted share Those results

compared with 2007 net income available to common shareholders of

$14.8 billion or $3.29 per diluted share The return on average common

shareholders equity was 1.80 percent in 2008 compared to 11.08 per

cent in 2007

Net Interest Income

Net interest income on FTE basis increased $10.4 billion to $46.6 bil

lion for 2008 compared to 2007 The increase was driven by strong loan

growth as well as the acquisitions of Countrywide and LaSalle and the

contribution from market-based net interest income related to our Global

Markets business which benefited from the steepening of the yield curve

and product mix The net interest yield on FTE basis increased 38 bps

to 2.98 percent for 2008 compared to 2007 due to the improvement in

market-based yield the beneficial impact of the current interest rate

environment and loan growth Partially offsetting these increases were

the additions of lower yielding assets from the Countrywide and LaSalle

acquisitions

Noninterest Income

Noninterest income decreased $5.0 billion to $27.4 billion in 2008

compared to 2007

Card income decreased $763 million primarily due to the negative

impact of higher credit costs on securitized credit card loans and the

related unfavorable change in value of the interest-only strip as well as

decreases in interchange income and late fees Partially offsetting

these decreases was higher debit card income

Service charges grew $1.4 billion resulting from growth in new deposit

accounts and the beneficial impact of the LaSalle acquisition

Investment and brokerage services decreased $175 million primarily

due to the absence of fees related to the sale of business that we

sold in late 2007 and the impact of significantly lower valuations in the

equity markets partially
offset by the full year impact of the U.S Trust

and LaSalle acquisitions

Investment banking income decreased $82 million due to reduced

advisory fees related to the slowing economy

Equity investment income decreased $3.5 billion due to reduction in

gains from our Global Principal Investments portfolio attributable to the

lack of liquidity in the marketplace when compared to 2007 and other-

than-temporary impairments taken on certain AFS marketable equity

securities

Trading account losses increased $1.0 billion in 2008 driven by losses

related to CDO exposure and the continuing impact of the market dis

ruptions on various parts of Global Markets

Mortgage banking income increased $3.2 billion in large part as

result of the Countrywide acquisition which contributed significantly
to

increases in servicing income of $1.7 billion and production income of

$1.5 billion

Insurance premiums increased $1.1 billion primarily due to the

Countrywide acquisition

Gains on sales of debt securities increased $944 million driven by the

sales of MBS and CMOs

Other income decreased $2.9 billion due to Global Markets related

write-downs and $1.1 billion associated with the support provided to

certain cash funds managed within GWM In addition 2008 was

impacted by the absence of the $1.5 billion gain from the sale of

business in 2007 These items were partially offset by the gain of

$776 million related to the Visa IPO

Net impairment losses recognized in earnings on AFS debt securities

increased $3.1 billion primarily due to CDO related write-downs

Provision for Credit Losses

The provision for credit losses increased $18.4 billion to $26.8 billion for

2008 compared to 2007 due to an increase of $9.8 billion in net charge

offs and higher additions to the reserve The majority of the reserve addi

tions were in consumer and small business portfolios reflecting

increased weakness in the housing markets and the slowing economy

Reserves were also increased on commercial portfolios for deterioration

in the homebuilder and nonhomebuilder commercial portfolios within

Global Banking
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Noninterest Expense
Noninterest expense increased $4.0 billion to $41.5 billion for 2008

compared to 2007 primarily due to the acquisitions of Countrywide and

LaSalle which increased various expense categories partially offset by

reduction in performance-based incentive compensation expense and the

impact of certain benefits associated with the Visa P0 transactions

Income Tax Expense
Income tax expense was $420 million for 2008 compared to $5.9 billion

for 2007 resulting in effective tax rates of 9.5 percent and 28.4 percent

The effective tax rate decrease was due to permanent tax preference

amounts e.g tax exempt income and tax credits offsetting higher

percentage of our pre-tax income

Business Segment Operations

Deposits

Net income increased $438 million or nine percent to $5.5 billion

compared to 2007 driven by higher net interest income and noninterest

income partially offset by an increase in noninterest expense Net interest

income increased $755 million or seven percent driven by higher con

tribution from our ALM activities and growth in average deposits partially

offset by the impact of competitive deposit pricing Average deposits grew

$33.3 billion or 10 percent due to organic growth including customers

flight-to-safety as well as the acquisitions of Countrywide and LaSalle

Organic growth was
partially

offset by the migration of customer relation

ships and related deposit balances to GWIM Noninterest income

increased $683 million or 11 percent to $6.9 billion driven by an

increase of $798 million or 13 percent in service charges primarily as

result of increased volume new demand deposit account growth and the

addition of LaSalle Noninterest expense increased $433 million or five

percent to $8.8 billion compared to 2007 primarily due to the LaSalle

and Countrywide acquisitions combined with an increase in accounts and

transaction volumes

Global Card Services

Net income decreased $3.0 billion or 71 percent to $1.2 billion compared

to 2007 as growth in net interest income and noninterest income was more

than offset by an $8.5 billion increase in provision for credit losses Net

interest income grew $3.0 billion or 18 percent to $19.6 billion driven by

higher managed average loans of $22.3 billion or 10 percent combined

with the beneficial impact of the decrease in short-term interest rates on our

funding costs Noninterest income increased $485 million or four percent

to $11.6 billion as other income benefited from the $388 million gain related

to Global Card Services allocation of the Visa IPO gain as well as $283

million gain on the sale of card portfolio These increases were partially

offset by the decrease in card income of $137 million or one percent due to

the unfavorable change in the value of the interest-only strip and decreases

in interchange income driven by reduced retail volume and late fees These

decreases were partially offset by higher debit card income due to new

account and card growth increased usage and the addition of LaSalle

Provision for credit losses increasçd $8.5 billion or 73 percent to $20.2

billion compared to 2007 primarily driven by portfolio deterioration and higher

bankruptcies from impacts of the slowing economy lower level of
foreign

securitizations and growth-related seasoning of the portfolio Noninterest

expense decreased $217 million or two percent to $9.2 billion compared to

2007 as the impact of certain benefits associated with the Visa IPO trans

actions and lower marketing expense were partially offset by higher person

nel and technology-related expenses from increased customer assistance

and collections infrastructure

Home Loans Insurance

Home Loans Insurance net income decreased $2.6 billion to net loss

of $2.5 billion compared to 2007 as growth in noninterest income and

net interest income was more than offset by higher provision for credit

losses and an increase in noninterest expense Net interest income grew

$1.4 billion or 74 percent driven primarily by an increase in average

home equity loans and LHFS The growth in average home equity loans of

$32.9 billion or 45 percent and $5.5 billion increase in LHFS were

attributable to the Countrywide and LaSalle acquisitions as well as

increases in our home equity portfolio as result of slower prepayment

speeds and organic growth Noninterest income increased $4.2 billion to

$6.0 billion compared to 2007 driven by increases in mortgage banking

income and insurance income Mortgage banking income grew $3.1 bil

lion due primarily to the acquisition of Countrywide combined with

increases in the value of MSR economic hedge instruments partially off

set by decrease in the value of MSRs Insurance income increased

$1.1 billion due to the acquisition of Countrywide Provision for credit

losses increased $5.3 billion to $6.3 billion compared to 2007 This

increase was driven primarily by higher losses inherent in the home equity

portfolio reflecting deterioration in the housing markets particularly in

geographic areas that have experienced higher levels of declines in home

prices This drove more severe charge-offs as borrowers defaulted Non-

interest expense increased $4.4 billion to $7.0 billion primarily driven by

the Countrywide acquisition

Global Banking

Net income increased $341 million or eight percent to $4.5 billion in

2008 compared to 2007 as increased total revenue and lower non-

interest expense were partially offset by an increase in provision for credit

losses Net interest income increased $2.1 billion or 24 percent driven

by growth in average loans and leases of $64.1 billion or 25 percent

and average deposits of $29.6 billion or 20 percent The increases in

average loans and leases and average deposits were driven by the

LaSalle acquisition and organic growth Noninterest income decreased

$42 million or one percent as Global Bankings share of write-downs on

legacy assets was partially
offset by an increase in service charges and

the $388 million gain related to Global Bankings allocation of the Visa

P0 gain The increase in service charges was driven by organic growth

changes in our pricing structure and the LaSalle acquisition The provision

for credit losses increased $2.5 billion to $3.1 billion in 2008 compared

to 2007 The increase was primarily driven by reserve additions and

higher charge-offs primarily due to the continued weakness in the housing

markets on the homebuilder portfolio Also contributing to this increase

were higher commercial domestic and foreign net charge-offs which

increased from very low 2007 levels and higher net charge-offs and

reserve increases in the retail dealer-related loan portfolios due to

deterioration and seasoning of the portfolio Noninterest expense

decreased $874 million or 12 percent primarily due to lower incentive

compensation and the impact of certain benefits associated with the Visa

IPO transactions partially offset by the addition of LaSalle

Global Markets

Global Markets recognized net loss of $4.9 billion in 2008 compared to

net loss of $3.8 billion in 2007 as increased net interest income and

reduced noninterest expense were more than offset by increased sales

and trading losses Sales and trading revenue was net loss of

$6.9 billion in 2008 as compared to net loss of $2.6 billion in 2007

These decreases were driven by losses related to CDO exposure our

hedging activities including counterparty credit risk valuations and the

continuing impact of the market disruptions on various parts of our busi

ness including the severe volatility illiquidity and credit dislocations that
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were experienced in the debt and equity markets in the fourth quarter of

2008 Partially offsetting these declines were favorable results in our

rates and currencies products which benefited from volatility in interest

rates and foreign exchange markets which also drove favorable client

flows Noninterest expense declined $834 million primarily due to lower

performance-based incentive compensation

Global Wealth Investment Management

Net income decreased $527 million or 27 percent to $1.4 billion in

2008 as increases in net interest income and investment and brokerage

services income were more than offset by losses associated with the

support provided to certain cash funds increases in provision for credit

losses and noninterest expense as well as losses related to the buyback

of ARS Net interest income increased $877 million or 22 percent to

$4.8 billion due to higher margin on ALM activities the acquisitions of

U.S Trust Corporation and LaSalle and growth in average deposit and

loan balances partially
offset by spread compression driven by deposit

mix and competitive deposit pricing GWIM average deposit growth bene

fited from the migration of customer relationships and related balances

from Deposits organic growth and the U.S Trust Corporation and LaSalle

acquisitions Noninterest income decreased $625 million or 17 percent

to $3.0 billion driven by $1.1 billion in losses during 2008 related to the

support provided to certain cash funds and losses of $181 million related

to the buyback of ARS These losses were partially offset by an increase

of $278 million in investment and brokerage services resulting from the

U.S Trust Corporation acquisition partially offset by the impact of sig

nificantly lower valuations in the equity markets Provision for credit

losses increased $649 million to $664 million as result of higher credit

costs due to the deterioration in the housing markets and the impacts of

slower economy Noninterest expense increased $419 million or nine

percent to $4.9 billion due to the addition of U.S Trust Corporation and

LaSalle and higher initiative spending partially offset by lower discre

tionary incentive compensation

All Other

Net income decreased $4.5 billion to net loss of $1.2 billion due to

decrease in total revenue combined with increases in provision for credit

losses and merger and restructuring charges Net interest income

increased $113 million primarily due to increased net interest income

related to our functional activities partially
offset by the reclassification to

card income related to our funds transfer pricing for Global Card Services

securitizations Noninterest income declined $3.3 billion to $820 million

driven by decreases in equity investment income of $3.5 billion and all

other income loss of $1.2 billion partially
offset by increases in gains on

sales of debt securities of $953 million and card income of $653 million

Excluding the securitization offset to present Global Card Services on

managed basis provision for credit losses increased $3.2 billion to $2.9

billion primarily due to higher credit costs related to our ALM residential

mortgage portfolio reflecting deterioration in the housing markets and the

impacts of slowing economy Additionally deterioration in our Country

wide discontinued real estate portfolio subsequent to the July 2008

acquisition as well as the absence of 2007 reserve reductions also con

tributed to the increase in provision Merger and restructuring charges

increased $525 million to $935 million due to the integration costs

associated with the Countrywide and LaSalle acquisitions
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StatistcaI Tables

Table Year-to-date Average Balances and Interest Rates FIE Basis

Dollars in millions

Earning assets

Time deposits placed and other short-term investments

Federal funds sold and securities borrowed or purchased under

agreements to resell

Trading account assets

Debt securities

Loans and leases

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card
foreign

Direct/Indirect consumer

Other consumer

Total consumer

Commercial domestic

Commercial real estate

Commercial lease financing

Commercial_foreign
___________ _______

Total commercial

Total loans and leases

Other
earning assets

Total earning assets

Cash and cash equivalents

Other assets less allowance for loan and lease losses

Interest-bearing liabilities

Domestic
interest-bearing deposits

Savings

NOW and money market deposit accounts

Consumer CDs and IRA5

Negotiable_CD5_public_funds_and_other time_deposits
_________________

Total_domestic_interest-bearing_deposits
____________________

Foreign interest-bearing deposits

Banks located in foreign countries

Governments and official institutions

Time savings and other

Total_foreign_interest-bearing_deposits
_________

Total
interest-bearing deposits

Federal funds purchased securities loaned or sold under agreements

to repurchase and other short-term borrowings

Trading account liabilities

Long-term debt

_____________________________________
Total interest-bearing liabilities

Noninterest-bearing sources

Noninterest-bearing deposits 250743
Other liabilities 204421
Shareholders equity 244.645

Total liabilities and shareholders
equity

13535 5.43 260244 14657 5.63 264650 15112 5.71

6736 4.35 135060 7606 5.63 98765 7385 7.48

1082 6.24 10898 858 7.87 n/a n/a n/a

5666 10.82 63318 6843 10.81 57883 7225 12.48

2122 10.80 16527 2042 12.36 12359 1502 12.15

6016 6.02 82516 6934 8.40 70009 6002 8.57

237 7.17 3816 321 8.41 4510 389 8.64

35394 5.93 572379 39261 6.86 508176 37615 7.40

8883 3.97 220561 11702 5.31 180102 12884 7.15

2372 3.23 63208 3057 4.84 42950 3145 7.32

990 4.51 22290 799 3.58 20435 1212 5.93

1406 4.27 32440 1503 4.63 24491 1452 5.93

13651 3.88 338499 17061 5.04 267978 18693 6.98

49045 5.17 910878 56322 6.18 776154 56308 7.25

49 3.92 75972 4161 5.48 71305 4629 6.49

79217 4.33 1562729 86878 556 1390192 89053 6.41

45354 33091

___________ 235896 178790

$1843979 $1602073

2009

Interest

Average lncome/ Yield/

Balance Expense Rate

2008

Interest

Average lncome/ Yield/

Balance Expense Rate

2007

Interest

Average ncome/ Yield/

Balance Expense Rate

27465 713 2.60% 10696 440 4.11% 13152 627 4.77%

235764 2894 1.23 128053 3313 2.59 155828 7722 4.96

217048 8236 3.79 186579 9259 4.96 187287 9747 5.20

271048 13224 4.88 250551 13383 5.34 186466 10020 5.37

249335

154761

17340

52378

19655

99993

3303

596765

223813

73349

21979

32899

352040

948805

130063

1830193

196237

411087
T-I

82.437.517

33671 215 0.64% 32204 230 0.71% 32316 188

358847 1557 0.43 267818 3781 1.41 220207 4361

218041 5054 2.32 203887 7404 3.63 167801 7817
37661 473 1.26 32264 1076 3.33 20557 974

648220 7299 1.13 536173 12491 2.33 440881 13340

19397

7580

55026

82003

730.223

144 0.74

18 0.23

346 0.63

508 0.62

7807 1.07

37657 1063 2.82

13004 311 2.39

51363 1385 2.70

102024 2759 2.70

638197 15250 2.39

0.58%

1.98

4.66

4-74

3.03

5.08

4.91

4.07

4.63

3-33

42788 2174

16523 812

43443 1767

102754 4753

543635 18093

488644 5512 1.13 455710 12362 2.71 424814 21967 5.17

72207 2075 2.87 72915 2774 3.80 82721 3444 4.16

446634 15413 3.45 231235 9938 4.30 169855 9359 5.51

1737708 30807 1.77 1398057 40324 2.88 1221025 52863 4.33

192947

88144

164831

$2437517 $1843979 $1602073
Net interest spread 2.56% 2.68% 2.08%

Impact
of_noninterest-bearing sources O.O 030

________
0-52

Net interest income/yield on earning assets $48410 2.65% $46554 2.98% $36190 2.60%

173547

70839

136662

Il Yields on AFS debt securities are calculated based on fair value rather than the cost basis The use of fair value does not have material impact on net interest yield
121

Noeperforming loans are included in the respective average loan balances Income on these nonperforming loans is recognized on cash basis
131 Includes foreign residential mortgages loans of $622 million in 2009 We did not have any material foreign residential mortgage loans prior to January 2009
141 Iscludes foreign cossamer loans of $8.0 billion $2.7 billion and $3.8 billion in 2009 2008 and 2007 respectively

151 Inclodes consumer finance loans of $2.4 billion $2.8 billion and $3.2 billion in 2009 2008 and 2007 respectively and other foreign consumer loans of $657 million $774 million and $1.1 billion in 2009 2008 and
2007 respectively

101 Includes domestic commercial real estate loans of $70.7 billion $62.1 billion and $42.1 billion in 2009 2008 and 2007 respectively and foreign commercial real estate loans of $2.7 billion $1.1 billion and $858
million in 2009 2008 and 2007

Il Interest income includes the impact of Interest rate risk management contracts which decreased interest income so the underlying assets $456 million $260 million and $542 million in 2009 2008 and 2007
respectively Interest expense includes the Impact of Interest rate risk management contracts which increased Idecreased interest enpense on the underlying liabilities $13.01 billion $409 million and $813 million in

2009 2008 and 2007 respectively For further information on interest rate contracts see Interest Rate Risk Management for Nontrading Activities beginning on page 95
n/a not applicable
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Table II Analysis of Changes in Net Interest Income FTE Basis

Due to Change in

Net
Due to Change in

Net

Volume Rate Change Volume Rate Change

689 416 273 117 70 187

2793 3212 419 1371 3038 4409

1507 2530 1023 45 443 488

1091 1250 159 3435 72 3363

619 503 1122 252

1107 1977 870 2717

507 283 224 n/a

1181 1177 677

387 307 80 506

1465 2383 918 1070

43 41 84 59Other consumer

Total consumer 3867 1646

Commercial domestic 182 3001 2819 2886 4068 1182

Commercial real estate
493 1178 685 1482 1570 88

Commercial lease financing
12 203 191 110 523 413

Commercial foreign
20 117 97 472 421 51

Total commercial 3410 1632

Total loans and leases
7277 14

Other earning assets 2966 2022 944 302 770 468

Total interest income $7661 2175

Increase decrease in interest expense

Domestic interest-bearing deposits

Savings
24 15 43 42

NOW and money market deposit accounts 1279 3503 2224 942 1522 580

Consumer CD5 and IRA5
511 2861 2350 1684 2097 413

Negotiable CDs public funds and other time deposits
178 781 603 555 453 102

Total domestic interest-bearing deposits
5192 849

Foreign interest-bearing deposits

Banks located in foreign countries 516 403 919 261 850 1111

Governments and official institutions 130 163 293 174 327 501

Time savings and other
101 1140 1039 323 705 382

Total foreign interest-bearing deposits 2251 1994

Total interest-bearing deposits
7443 2843

Federal funds purchased securities loaned or sold under

agreements to repurchase and other short-term borrowings
880 7730 6850 1593 11198 9605

Trading account liabilities 30 669 699 411 259 670

Long-term debt 9267 3792 5475 3382 2803 579

Total interest expense
9517 12539

Net increase in net interest income 1856 10364

The changes for each category of interest income and expense are divided between the portion of change attributable tn the variance in volome and the portron of change attributable to the variance in rate for that

category The unallocated change in rate or volume variance is allecated between the rate and vvlome variances

n/a nnt applicable

From 2008 to 2009 From 2007 to 2008

loollars in millionsl

Increase decrease in interest income

Time deposits placed and other short-term investments

Federal funds sold and securities borrowed or purchased under agreements to resell

Trading
account assets

Debt securities

Loans and leases

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

203

2496
n/a

1059
34

138

455
221

858

382
540

932

68
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Table ID Preferred Stock Cash Dividend Summary as of February 26 2010
Outstanding

Notional

Amount
Per Annum Dividend

Preferred Stock in millions Declaration Date Record Date Payment Date Dividend Rate Per Share

Series January 27 2010
April 2010 April 23 2010 7.00% 1.75

October 28 2009 January 11 2010 January 25 2010 7.00 1.75

July 21 2009 October 2009 October 23 2009 7.00 1.75

April 29 2009 July 10 2009
July 24 2009 7.00 1.75

January 16 2009 April 10 2009
April 24 2009 7.00 1.75

Series 661 January 2010 February 26 2010 March 15 2010 6.204% $038775

October 2009 November 30 2009 December 14 2009 6.204 0.38775

July 2009 August 31 2009 September 14 2009 6.204 0.38775

April 2009 May 29 2009 June 15 2009 6.204 0.38775

January 2009 February 27 2009 March 16 2009 6.204 0.38775

Series 487 January 2010 January 29 2010
February 16 2010 Floating $025556

October 2009 October 30 2009 November 16 2009 Floating 0.25556

July 2009 July 31 2009 August 17 2009 Floating 0.25556

April 2009 April 30 2009 May 15 2009 Floating 0.24722

January 2009 January 30 2009
February 17 2009 Floating 0.25556

Series 121 $2862 January 2010 January 15 2010
February 2010 8.20% $051250

October 2009 October 15 2009 November 2009 8.20 0.51250

July 2009 July 15 2009 August 2009 8.20 0.51250

April 2009 April 15 2009 May 2009 8.20 0.51250

January 2009 January 15 2009
February 2009 8.20 0.51250

Series 121 365 January 2010 March 15 2010 April 2010 6.625% $041406

October 2009 December 15 2009 January 2010 6.625 0.41406

July 2009 September 15 2009 October 2009 6.625 0.41406

April 2009 June 15 2009
July 2009 6.625 0.41406

January 2009 March 15 2009 April 2009 6.625 0.41406

Series 978 January 2010 January 15 2010 February 2010 7.25% $045312

October 2009 October 15 2009 November 2009 7.25 0.45312

July 2009
July 15 2009 August 2009 7.25 0.45312

April 2009 April 15 2009 May 2009 7.25 0.45312

January 2009
January 15 2009 February 2009 7.25 0.45312

Series 341 $1668 January 2010 January 15 2010 February 2010
Fixed-to-Floating 40.00

July 2009
July 15 2009 July 30 2009

Fixed.to-Floating
40.00

January 2009 January 15 2009 January 30 2009
Fixed-to-Floating 40.00

Series $3349 December 17 2009 January 2010 February 2010 7.25% $181250

September 18 2009 October 2009 October 30 2009 7.25 18.1250

June 19 2009 July 2009 July 30 2009 7.25 18.1250

March 17 2009 April 2009 April 30 2009 7.25 18.1250

Series 34 $1434 October 2009 October 31 2009 November 16 2009 Fixed-to-Floating 40.625

April 2009 April 30 2009 May 15 2009 Fixed-to-Floating 40.625

Series 15 October 2009 October 31 2009 November 16 2009 5.00% 312.50

July 2009 July 31 2009 August 17 2009 5.00 312.50

April 2009 April 30 2009 May 15 2009 5.00 312.50

January 200916 January 31 2009
February 17 2009 5.00 371.53

Series 1.5 October 2009 October 31 2009 November 16 2009 5.00% 312.50

July 2009 July 31 2009 August 17 2009 5.00 312.50

April 2009 April 30 2009 May 15 2009 5.00 312.50

January 200916 January 31 2009 February 17 2009 5.00 125.00

Series 15 October 2009 October 31 2009 November 16 2009 8.00% 500.00

July 2009 July 31 2009 August 17 2009 8.00 500.00

April 2009 April 30 2009 May 15 2009 8.00 500.00

January 20096 January 31 2009
February 17 2009 8.00 161.11
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Preferred Stock Cash Dividend Summary as of February 26 2010 continued

Per Annum Dividend

Declaration Date Record Date Payment Date Dividend Rate Per Share

January 2010 February 15 2010 February 26 2010 Floating
0.19167

October 2009 November 15 2009 November 30 2009 Floating
0.19167

July 2009 August 15 2009 August 28 2009 Floating
0.19167

April 2009 May 15 2009 May 28 2009 Floating
0.18542

January 2009 February 15 2009 February 27 2009 Floating
0.19167

Series 526 January 2010 February 15 2010 February 26 2010 Floating
0.19167

October 2009 November 15 2009 November 30 2009 Floating 0.19167

July 2009 August 15 2009 August 28 2009 Floating
0.19167

April 2009 May 15 2009 May 28 2009 Floating 0.18542

January 2009 February 15 2009 February 27 2009 Floating
0.19167

Series 670 January 2010 February 15 2010 March 2010 6.375% 0.39843

October 2009 November 15 2009 November 30 2009 6.375 0.39843

July 2009 August 15 2009 August 28 2009 6.375 0.39843

April 2009 May 15 2009 May 28 2009 6.375 0.39843

January 2009 February 15 2009 March 2009 6.375 0.39843

Series 171 389 January 2010 February 15 2010 February 26 2010 Floating
0.25556

October 2009 November 15 2009 November 30 2009 Floating
0.25556

July 2009 August 15 2009 August 28 2009 Floating
0.25556

April 2009 May 15 2009 May 28 2009 Floating
0.24722

January 2009 February 15 2009 February 27 2009 Floating 0.25556

Series 606 January 2010 February 2010 February 22 2010 Floating 0.25556

October 2009 November 2009 November 23 2009 Floating
0.25556

July 2009 August 2009 August 21 2009 Floating 0.25556

April 2009 May 2009 May 21 2009 Floating 0.24722

January 2009 February 2009 February 23 2009 Floating 0.25556

Series 181 65 January 2010 March 15 2010 March 30 2010 6.70% 0.41875

October 2009 December 15 2009 December 30 2009 6.70 0.41875

July 2009 September 15 2009 September 30 2009 6.70 0.41875

April 2009 June 15 2009 June 30 2009 6.70 0.41875

January 2009 March 15 2009 March 30 2009 6.70 0.41875

Series 18 17 January 2010 March 15 2010 March 30 2010 6.25% 0.39062

October 2009 December 15 2009 December 30 2009 6.25 0.39062

July 2009 September 15 2009 September 30 2009 6.25 0.39062

April 2009 June 15 2009 June 30 2009 6.25 0.39062

January 2009 March 15 2009 March 30 2009 6.25 0.39062

Series 17 $2673 January 2010 February 15 2010 March 2010 8.625% 0.53906

October 2009 November 15 2009 November 30 2009 8.625 0.53906

July
2009 August 15 2009 August 28 2009 8.625 0.53906

April 2009 May 15 2009 May 28 2009 8.625 0.53906

January 2009 February 15 2009 March 2009 8.625 0.53906

Series MC 191 $1200 January 2010 February 15 2010 March 2010 9.00% $2250.00

October 2009 November 15 2009 November 30 2009 9.00 2250.00

July 2009 August 15 2009 August 28 2009 9.00 2250.00

April 2009 May 15 2009 May 28 2009 9.00 2250.00

January 21 2009 February 15 2009 March 2009 9.00 2250.00

Series MC 191 500 January 2010 February 15 2010 March 2010 9.00% $2250.00

October 2009 November 15 2009 November 30 2009 9.00 2250.00

July 2009 August 15 2009 August 28 2009 9.00 2250.00

April 2009 May 15 2009 May 28 2009 9.00 2250.00

January 21 2009 February 15 2009 March 2009 9.00 2250.00

11 Dividends are cumulative

121 Dividends per depesitary share each represevting 1/bOOth interest in share of preferred stock

131 Initially pays
dividends semi-annually

141 Dividends per depositary share each representing 1/25th interest in share of preferred stock

si In connection with the repurchase of the TARP preferred stock on December 2009 the corporation paid accrued and unpaid dividends to the date of repurchase of $83.33 $83.33 and $133.33 per share for Series

and respectively

161 Initial dividends

171 Dividends per depositary share each representing 1/1200th interest in share of preferred stock

181 Dividends per depositary share each representing l/4Oth interest in share of preferred stock

191 Represents preferred stock of Merrill Lynch co Inc which is mandatorily convertible MC on October 15 2010 but optionally convertible prior to that date

Preferred Stock

Series 171

Outstanding

Notional

Amount

in millions

146
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Table IV Outstanding Loans and Leases

December31

Dollars in millions 2009 2008 2007 2006 2005

Consumer

Residential mortgage 11 $242129 $248063 $274949 $241181 $182596
Home equity 149126 152483 114820 87893 70229
Discontinued real estate 21 14854 19981 n/a n/a n/a

Credit card domestic 49453 64128 65774 61195 58548
Credit card foregn 21656 17146 14950 10999

Direct/Indirect consumer 31
97236 83436 76538 59206 37265

Other consumer 41
3110 3442 4170 5231 6819

Total consumer 577564 588679 551201 465705 355457

Commercial

Commercial domestic 198903 219233 208297 161982 140533
Commercial real estate 69447 64701 61298 36258 35766
Commercial lease financing 22199 22400 22582 21864 20705
Commercial foreign 27079 31020 28376 20681 21330

Total commercial loans-excluding loans measured at fair value 317628 337354 320553 240785 218334
Commercial loans measured at fair value 71 4936 5413 4590 n/a n/a

Total commercial 322564 342767 325143 240785 218334

Total loans and leases $900128 $931446 $876344 $706490 $573791

11 Includes foreign residential mortgages of $552 million at December 31 2009 mainly from the Merrill Lynch acquisition We did not hove any material foreign residential mortgage loans prior to January 2009

12 Includes $13.4 billion and $18.2 billion of pay option loans and $1.5 billion and $1.8 billion of subprime loans at December 31 2009 and 2008 The corporation no longer originates these products

13 Includes dealer financial semices bays of $41.6 billion $40.1 billion $37.2 billiun $33.4 billion and $27.7 billion consumer lending of $19.7 billion $28.2 billion $24.4 billies $19.3 billios and $0 and foreign

consumer sans sf $8.0 billion $1.8 billion $3.4 billion $3.9 billion and $48 million at December 31 2009 2008 2007 2006 and 2005 respectively The 2009 amount includes securities-based lending margin

loans of $12.9 billion

141 Includes consumer finance loans of $2.3 billion $2.8 billion $3.0 billiun $2.8 billion and $2.8 billion and other foreign consumer loans of $709 million $618 million $829 million $2.3 billion and $3.8 billion at

December 31 2009 2008 2007 2006 and 2005 respectively

151 Includes small business commercial domestic buns including card related products of $17.5 billion $19.1 billion $19.3 billion $15.2 billion and $7.2 billion ut December 31 2009 2008 2007 2006 and 2005

respectively

16 Includes dsmestic commercial real estate loans of $66.5 billion $63.7 billion $60.2 billiun $36.7 billion and $35.2 billion and foreign commercial real estate loans of $3.0 billion $979 million $1.1 billion $578

million and $585 million at December 31 2009 2008 2007 2006 and 2005 respectively

17 certain commercial loans are accounted for underthe fair value option and include commercial domestic loans of $3.0 billiun $3.5 billion and $3.5 billion commercial foreign loans of $1.9 billion $1.7 billion and

$790 million and commercial real estate loans of $90 million $203 million and $304 million at December 31 2009 2008 and 2007 respectively

n/a not applicable
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Table Nonperforming Loans Leases and Foreclosed Properties

December31

Dollars in millions
2009 2008 2007 2006 2005

Consumer

Residential mortgage $16596 7057 $1999 660 570

Rome equity 3804 2637 1340 289 151

Discontinued real estate 249 77 n/a n/a n/a

Direct/Indirect consumer 86 26

Other consumer 104 91 95 77 61

Total consumer2 20839 9888 3442 1030 785

Commercial

Commercial domestic 4925 2040 852 494 550

Commercial real estate 7286 3906 1099 118 49

Commercial lease financing
115 56 33 42 62

Commercial foreign
177 290 19 13 34

12503 6292 2003 667 695

Small business commercial domestic 200 205 152 90 31

Total commercial 14 12703 6497 2155 757 726

Total nonperforming loans and leases 33542 16385 5597 1787 1511

Foreclosed properties 2205 1827 351 69 92

Total nonperforming loans leases and foreclosed properties5 $35747 $18212 $5948 $1856 $1603

Ill Balances do not include porchased impaired loans even though the customer may he contractually past doe Loans accounted for as purchased impaired loans were written down to lair value upon acquisition and

accrete interest income over the remaining life of the loan

121 In 2009 $1.4 billion in interest income was estimated to be contractually due on consumer loans and leases classified as nonperforming at December 31 2009 provided that these loans and leases had been paying

according to their terms and conditions including troubled debt restructured loans of which $3.0 billion were performing at December 31 2009 and not included in the table above Approoimately $194 million of the

estimated $1.4 billion in contractual interest wan received and included in earnings for 2009

131 Eoclsdes small business commercial domestic loans

141 In 2009 $450 million in interest income wau estimated to be contractually due on commercial loans and leases classified as nonperforming at December 31 2009 includiog troubled debt reetructured loans of which

$91 million were performing at December 31 2009 and not included in the table above Approximately $128 million of the estimated $450 million in contractual interest was received and included in earnings for

2009

101 Balances do not include loans accounted for under the fair value option At December 31 2009 there were $15 million of nonperforming loans accounted for under the fair oalue option At December 31 2009 there

were $87 million of loans or leases past due 90 days or more and still accraing interest accosnted for under the fair salse option

n/a not applicable
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Table VI Accruing Loans and Leases Past Due 90 Days or More

December31

Dollars in millions 2009 2008 2007 2006 2005

Consumer

Residential mortgage $11680 372 237 118

Credit card domestic 2158 2197 1855 1991 1197
Credit card foreign 500 368 272 184

Direct/Indirect consumer 1488 1370 745 378 75

Other consumer 15

Total consumer 15829 4311 3113 2678 1287

Commercial

Commercial domestic 213 381 119 66 79

Commercial real estate 80 52 36 78

Commercial lease financing 32 23 25 26 15

Commercial foreign 67 16 32

392 463 196 179 130

Small business commercial domestic 624 640 427 199 38

Total commercial 1016 1103 623 378 168

Total accruing loans and leases past due 90 days or more 41
$16845 $5414 $3736 $3056 $1455

Accroing loans past due 90 days or mora do not include purchased impaired loans which were written down to fair value upon acqoisition and occrete interest income over the remaining life of the loan

Balances represent repurcheses 0f insured or guaranteed loans

Excludes small business commercial domestic loans

41 Balances do not include loans accounted for under the fair value option At December 31 2009 there were $87 million of mann past due 90 days or muse and
still accruing interest accounted for under the fair value

option
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Table VII Allowance for Credit Losses

Dollars in millions

2009 2008 2007 2006 2005

Allowance for loan and lease losses January 23071 11588 9016 8045 8626

Loans and leases charged off

Residential mortgage 4436 964 78 74 58
Home equity

7205 3597 286 67 46
Discontinued real estate 104 19 n/a n/a n/a

Credit card domestic 6753 4469 3410 3546 4018
Credit card foreign

1332 639 453 292

Direct/Indirect consumer 6406 3777 1885 857 380

Other consumer 491 461 346 327 376

Total consumer charge-offs 26727 13926 6458 5163 4878

Commercial domestic 5237 2567 1135 597 535

Commercial real estate 2744 895 54
Commercial lease financing

217 79 55 28 315

Commercial foreign 558 199 28 86 61

Total commercial charge-offs 8756 3740 1272 718 916

Total loans and leases charged off 35483 17666 7730 5881 5794

Recoveries of loans and leases previously charged off

Residential mortgage

Home equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

Other consumer

Total consumer recoveries

Commercial domestic

Commercial real estate

Commercial lease financing

Commercial foreign

Total commercial recoveries

Total recoveries of loans and
leases_previously_charged_off

Net_charge-offs

Provision for loan and lease losses

Write-downs on consumer purchased impaired loans 31

Other

Allowance for loan and lease losses December 31

Reserve for unfunded lending commitments January

Provision for unfunded lending commitments

Other 151

Reserve for unfunded_lending_commitments
December31

Allowance for credit losses December 31

Loans and leases outstanding at December31

Allowance for loan and lease losses as percentage of total loans and leases

outstanding at December31 36
Consumer allowance for loan and lease losses as percentage of total consumer

loans and leases outstanding at December31 31

Commercial allowance for loan and lease losses as percentage of total

commercial loans and leases outstanding at December31

Average loans and leases outstanding 36
Net charge-offs as percentage of average loans and leases outstanding 36

Allowance for loan and lease losses as percentage of total nonperforming loans

and leases at December 31 36
Ratio of the allowance for loan and lease losses at December 31 to net charge-offs

Ill Includes small business commercial domestic charge-uffs of $3.0 billion $2.0 billion $931 million and $424 million in 2009 2008 2007 and 2006 respectively Small business commercial domestic charge offs

were not material in 2005

121 Includes small business commercial domestic recoveries of $65 million $39 million $51 million and $54 million in 2009 2008 2007 and 2006 respectively Small business commercial domestic recoveries

were not material in 2005

131 Allowance for loan and leases looses includes $3.9 billion and $750 million of valuation allowance for consumer purchased impaired loans at December 31 2009 and 2008 Excluding the valuation allowance for

purchased impaired loans allowance for loan and leases losses as percentage of total nonperforming loans and leases would bane been 99 percent and 136 percent at December 31 2009 and 2008 For more

information on the impact of purchased impaired loans on asset quality statistics see consumer Portfolio credit Risk Management beginning on page 66 and Commercial Portfolio credit Risk Management beginning

en page 76

41 The 2009 amount includes $750 millien reduction in the allowance for loan and lease Issues related to credit card loans uf $8.5 billion which were exchanged for $7.8 billion held-to-maturity debt security that was

issued by the Corporations U.S Credit Card Securitization Trust and retained by the Corporation This reduction was partially offset by $340 million increase associated with the reclassification to other assets of the

December 31 2008 amount expected to be reimbursed under residential mortgage cash collateralized synthetic securitizatisns The 2008 amount includes the $1.2 billion addition of the Countrywide allowance for

loan losses as of July 2008 The 2007 amount includes the $725 million and $25 million additions of the LaSalIe and U.S Trust Corporation allowance for loan losses as of October 2007 and July 2007 and

reduction of $32 million for the adjnstment from the adoption of the fair value option accousting guidance The 2006 amount includes the $577 billion addition of the MBNA Corporation allowance for loan losses us of

January 2006

151 The 2009 amount represents the fair value of the acquired Merrill Lynch unfunded lending commitments excluding those accounted for under the fair value option not of accretion and the impact of fundieg previously

unfunded positions The 2D07 amount includes the $124 million addition of the LaSalle reseme for unfunded lending commitments as of October 2007 and $28 million reduction for the adustment from the

adoption of the fair value option accounting guidance

10 Outstanding lean and lease balances and ratios do not include 15usD accosnfed for under the fair value option at and for the years ended December 31 2009 2008 and 2007 Loans measured at fair value were $4.9

billion $5.4 billion and $4.6 billion at December 31 2009 2008 and 2007 respectively Average Inanu accounted for under the fair value optiun were $6.9 billion $4.9 billion and $3.0 billion for 2009 2008 and

2007 respectively

n/a sot applicable

86

155

206

93

943

63

1549

161

42

22

21

246

1795

33688

48366

179
370

37200

421

204

862

1487

38687

$895192

4.16%

4.81

2.96

$941862

3.58%

111

1.10

39

101

308

88

663

62

1264

118

19

26

171

1435

16231

26922

n/a

792

23071

518

97

421

23492

$926033

2.49%

2.83

1.90

$905944
1.79%

141

1.42

22

12

n/a

347

74

512

68

1035

128

53

27

215

1250

6480

8357

n/a

695

11588

397

28

93

518

12106

$871754

1.33%

1.23

1.51

$773142
0.84%

207

1.79

35

16

n/a

452

67

247

110

927

261

56

94

415

1342

4539

5001

n/a

509

9016

395

397

9413

$706490

1.28%

1.19

1.44

$652417

0.70%

505

31

15

n/a

366

132

101

645

365

84

133

587

1232

4562

4021

n/a

40

8045

402

395

8440

$573791

1.40%

1.27

1.62

$537218

0.85%

532

1.99 1.76
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Table VIII Allocation of the Allowance for Credit Losses by Product Type

Dollaro in millions

Allowance for loan and lease losses

Residential mortgage

Rome equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

Other consumer

Total consumer

Commercial domestic 11

Commercial real estate

Commercial lease financing

Commercial foreign

Total commercial

Allowance for loan and lease losses

Reserve for unfunded lending

commitments

December 3i

Table IX Selected Loan Maturity Data 12

December 31 2009

Due After

One Year

Due in One Through Due After

Dollaro in millions Year or Less Five Years Five Years Total

Commercial domestic 69112 90528 $42239 $201879

Commercial real estate domestic 30926 26463 9154 66543

Foreign and other 25157 8361 262 33780

Total selected loans $125195 $125352 $51655 $302202

Percent of total 41.4% 41.5% 17.1% 100.0%

Sensitivity of selected loans to changes in interest rates for loans due after one year

Fixed interest rates 12612 $28247

Floating or adjustable interest rates 112740 23408

Total $125352 $51655

11 Loan maturities are based on the remaining maturities under contractual termo

121 Includes loans accounted for under the fair value Option

131 Loan maturities include other covaumer commercial real notate and commercial -foreign loans

2009 2008 2007 2006

Percent Percent Percent Percent

Amount of Total Amount of Total Amount of Total Amount of Total

2005

Percent

Amount of Total

4607 12.38% 1382 5.99% 207 1.79% 248 2.75% 277 3.44%

10160 27.31 5385 23.34 963 8.31 133 1.48 136 1.69

989 2.66 658 2.85 n/a n/a n/a n/a n/a n/a

6017 16.18 3947 17.11 2919 25.19 3176 35.23 3301 41.03

1581 4.25 742 3.22 441 3.81 336 3.73

4227 11.36 4341 18.81 2077 17.92 1378 15.28 421 5.23

204 0.55 203 0.88 151 1.30 289 3.20 380 4.73

27785 74.69 16658 72.20 6758 58.32 5560 61.67 4515 56.12

5152 13.85 4339 18.81 3194 27.56 2162 23.98 2100 26.10

3567 9.59 1465 6.35 1083 9.35 588 6.52 609 7.57

291 0.78 223 0.97 218 1.88 217 2.41 232 2.89

405 1.09 386 1.67 335 2.89 489 5.42 589 7.32

9415 25.31 6413 27.80 4830 41.68 3456 38.33 3530 43.88

37200 100.00% 23071 100.00% 11588 100.00% 9016 100.00% 8045 100.00%

1487 421 518 397 395

Allowance for credit losses14 $38687 $23492 $12106 $9413 $8440

li Includes allowance for small business commercial domestic loans of $2.4 billion $2.4 billion $1.4 billion and $578 million at December 31 2009 2008 2007 and 2006 respectively The allowance for emaIl

business commercial domestic loans wan not material in 2005

121 Includes allowance for loan and lease losses for impaired commercial loans of $1.2 billion $691 million $123 million $43 million and $55 million at December 31 2009 2008 2007 2006 and 2005 respectively

131 Amounts for 2009 includo the Merrill Lynch acquisition The majority of the increase from December 31 2008 relates to the fair value of the acquired Merrill Lynch unfunded lending commitments excluding

commitments accounted for under the fair value option

141 Includes $3.9 billion and $750 million related to purchased impaired loans at December 31 2009 and 2008

n/a not applicable
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Table Non-exchange Traded Commodity Contracts

December 31 2009

Asset Liability

Dollars in millions
Positions Positions

Net fair value of contracts outstanding January 2009 9433 6726

Effects of legally enforceable master netting agreements 30021 30021

Gross fair Value of contracts outstanding January 2009 39454 36747

Contracts realized or otherwise settled 19654 18623

Fair value of new contracts 9231 9284

Other changes in fair value 6210 5865

Gross fair value of contracts outstanding December 31 2009 22821 21543

Effects of legally enforceable master netting agreements 17785 17785

Net fair value of contracts outstanding December 31 2009 5036 3758

Table Xl Non-exchange Traded Commodity Contract Maturities

December 31 2009

Asset Liability

Dollars in millions
Positions Positions

Maturity of less than year
16161 15431

Maturity of 1-3 years 4603 4295

Maturity of 4-5 years
774 542

Maturity in excess of years 1283 1275

Gross fair value of contracts outstanding 22821 21543

Effects of legally enforceable master netting agreements 17785 17785

Net fair value of contracts outstanding 5036 3758
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Table XII Selected Quarterly Financial Data

2009 Quarters

Fourth Third Second First

2008 Quarters

Fourth Third Second First

11559 11423 11630 12497 13106 11642 10621 9991
13517 14612 21144 23261 2574 7979 9789 7080
25076 26035 32774 35758 15680 19621 20410 17071
10110 11705 13375 13380 8535 6450 5830 6010

15852 15712 16191 16237 10641 11413 9447 9093
533 594 829 765 306 247 212 170

1419 1976 2379 5376 3802 1511 4921 1798
1225 975 845 1129 2013 334 1511 588

194 1001 3224 4247 1789 1177 3410 1210

5196 2241 2419 2814 2392 704 3224 1020

8634565 8633834 7241515 6370815 4957049 4543963 4435719 4427823

8634565 8633834 7269518 6431027 4957049 4547578 4444098 4461201

Performance ratios

-_____________________________________________________________________________________

Return on average assets n/rn n/rn 0.53% 0.68% n/rn 0.25% 0.78% 0.28%

Return on average common shareholders equity n/rn n/rn 5.59 7.10 n/rn 1.97 9.25 2.90

Return on average tangible common

shareholders equity Ill
n/rn n/rn 12.68 16.15 n/rn 5.34 23.78 7.37

Return on average tangible shareholders equity
111

n/rn n/rn 8.86 12.42 n/rn 6.11 18.12 7.06

Total ending equity to total ending assets 10.41% 11.45% 11.32 10.32 9.74% 8.79 9.48 9.00

Total
average equity to total average assets 10.35 10.71 10.03 9.08 9.06 8.73 9.20 8.77

Dividend payout n/rn n/rn 3.56 2.28 n/rn n/rn 88.67 n/rn

Per common share data

Earnings loss 0.60 0.26 0.33 0.44 0.48 0.15 0.72 0.23

Diluted earnings loss 0.60 0.26 0.33 0.44 0.48 0.15 0.72 0.23

Dividends paid 0.01 0.01 0.01 0.01 0.32 0.64 0.64 0.64

Book value 2148 22.99 22.71 25.98 27.77 30.01 31.11 31.22

Tangible book value 111
11.94 12.00 11.66 10.88 10.11 10.50 11.87 11.90

Market price per share of common stock

Closing 15.06 16.92 13.20 6.82 14.08 35.00 23.87 37.91

High closing 18.59 17.98 14.17 14.33 38.13 37.48 40.86 45.03

Low closing 14.58 11.84 7.05 3.14 11.25 18.52 23.87 35.31

Market.capitalization 130273 146363 114199 43654 70645 159672 106292 168806

Average balance sheet

Total loans and leases 905913 930255 966105 994121 941563 946914 878639 875661
Total assets 2421531 2390675 2420317 2519134 1948854 1905691 1754613 1764927
Total deposits 995160 989295 974892 964081 892141 857845 786002 787623
Long-term debt 445440 449974 444131 446975 255709 264934 205194 198463
Common shareholders equity 197123 197230 173497 160739 142535 142303 140243 141456
Total shareholders equity 250599 255983 242867 228766 176566 166454 161428 154728

Asset quality
12

Allowance for credit losses 131 38687 37399 35777 31150 23492 20773 17637 15398
Nonperforming loans leases and

foreclosed properties 141 35747 33825 30982 25632 18212 13576 9749 7827
Allowance for loan and lease losses as percentage

of total loans and leases outstanding 141 4.16% 3.95% 3.61% 3.00% 2.49% 2.17% 1.98% 1.71%

Allowance for loan end lease losses as percentage

of total nonperforming loans and leases 141 111 112 116 122 141 173 187 203

Net charge.offs 8421 9624 8701 6942 5541 4356 3619 2715
Annualized net charge-offs as percentage of average

loans and leases outstanding
141 3.71% 4.13% 3.64% 2.85% 2.36% 1.84% 1.67% 1.25%

Nonperforming loans and leases as percentage of

total loans and leases outstanding 141 3.75 3.51 3.12 2.47 1.77 1.25 1.06 0.84

Nonperforming loans leases and foreclosed

properties as percentage of total loans leases

and foreclosed properties 141 3.98 3.72 3.31 2.64 1.96 1.45 1.13 0.90

Ratio of the allowance for loan and lease losses at

period end to annualized net charge.offs 111 0.94 0.97 1.03 1.08 1.17 1.18 1.36

Capital ratios period end
Risk-based capital

Tier common
Tier

Total

Tier leverage

Tangible equity Ill

Tangible common equity
111

7.81% 7.25% 6.90% 4.49% 4.80% 4.23% 4.78% 4.64%

10.40 12.46 11.93 10.09 9.15 7.55 8.25 7.51

14.66 16.69 15.99 14.03 13.00 11.54 12.60 11.71

6.91 8.39 8.21 7.07 6.44 5.51 6.07 5.59

6.42 7.55 7.39 6.42 5.11 4.13 4.72 4.26

5.57 4.82 4.67 3.13 2.93 2.75 3.24 3.21

Cl
Tangible equity ratios end tangible book value per share of common stock are non-GAAP measures Other cornpanien may define or calculate these measures differently For additional information on these ratios ande

corresponding reconciliation to GMP financial measures see Supplemental Financial Data beginning as page 37

121 For more information on the impact of purchased impaired loans on asset qaality statistics see Cunaurner Portfolio Credit Risk Management beginning on page 66 and Commercial Portfolio Credit Risk Management

beginning on page 76

131 lecluden the allowance for loan and leene losses and the reserve for anfunded lending commitments

141 Balances and ration do not include loans accounted for under the fair value option

n/m not meaningful

IDnilaru in millions eucept per share informotioni

Income statement

Not interest income

Noninterest income

Total revenue net of interest expense

Provision for credit losses

Noninterest expense before merger and

restructuring charges

Merger and restructuring charges

Income loss before income taxes

Income tax expense benefit

Net income loss

Net income loss applicable to

common shareholders

Average common shares issued and

outstanding in thousands

Average diluted common shares issued and

outstanding in thousands
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Table XIII Quarterly Average Balances and Interest Rates FTE Basis

Fourth Quarter 2009 Third Quarter 2009

Interest Interest

Average lncome/ Yield/ Average Income/ Yield/

Dollars in millions
Balance Expense Rate Balance Expense Rate

Earning assets

Time deposits placed and other short-term investments 28566 220 3.06% 29485 133 1.79%

Federal funds sold and securities borrowed or purchased under

agreements to resell 244914 327 0.53 223039 722 1.28

Trading account assets 218787 1800 3.28 212488 1909 3.58

Debt securities 279231 2921 4.18 263712 3048 4.62

Loans and leases

Residential mortgage 236883 3108 5.24 241924 3258 5.38

Home equity 150704 1613 4.26 153269 1614 4.19

Discontinued real estate 15152 174 4.58 16570 219 5.30

Credit card domestic 49213 1336 10.77 49751 1349 10.76

Credit card foreign 21680 605 11.08 21189 562 10.52

Direct/Indirect consumer 98938 1361 5.46 100012 1439 5.71

Other consumer 3177 50 6.33 3331 60 7.02

Total consumer 575747 8247 5.70 586046 8501 5.77

Commercial domestic 207050 2090 4.01 216332 2132 3.91

Commercial real estate 71352 595 3.31 74276 600 3.20

Commercial lease financing 21769 273 5.04 22068 178 3.22

Commercial foreign 29995 287 3.78 31533 297 3.74

Total commercial 330166 3245 3.90 344209 3207 3.70

Total loans and leases 905913 11492 5.05 930255 11708 5.01

Other earning assets 130487 1222 3.72 131021 1333 4.05

Total earning assets 171 1807898 17982 3.96 1790000 18853 4.19

Cash and cash equivalents 230618 196116

Other assets less allowance for loan and lease losses 383015 404559

Total assets $2421531 $2390675

Interest-bearing liabilities

Domestic interest-bearing deposits

Savings 33749 54 0.63% 34170 49 0.57%

NOW and money market deposit accounts 392212 388 0.39 356873 353 0.39

Consumer CDs and IRAs 192779 835 1.72 214284 1100 2.04

Negotiable CD5 public funds and other time deposits 31758 82 1.04 48905 118 0.95

Total domestic interest-bearing deposits 650498 1359 0.83 654232 1620 0.98

Foreign interest-bearing deposits

Banks located in foreign countries 16477 30 0.73 15941 29 0.73

Governments and official institutions 6650 0.23 6488 0.23

Time savings
and other 54469 79 0.57 53013 57 0.42

Total foreign interest-bearing deposits 77596 113 0.58 75442 90 0.47

728094 1472 0.80 729674 1710 0.93Total interest-bearing deposits

Federal funds purchased securities loaned or sold under

agreements to repurchase and other short-term borrowings 450538 658

Trading account liabilities 83118 591

Long-term debt 445440 3365

Total interest-bearing liabilities 171 1707190 6086

411063 1237

73290 455

449974 3698

1664001 7100

Noninterest-bearing sources

Noninterest-bearing deposits 267066 259621

Other liabilities 196676 211070

Shareholders equity 250599 255983

Total liabilities and shareholders equity $2421531 $2390675

Net interest spread 2.54% 2.49%

Impact of noninterest-bearing sources 0.08 0.12

Net interest income/yield on earning assets $11896 2.62% $11753 2.61%

11 Yields on AFS debt secorities are calculated based on fair value rather than the cost basis The use of fair value does not base material impact on net interest yield

121 Nonpnrforming loans are included in the respective average loan balances Income on these nonperforming loans is recognized on cash basis Purchased impaired loans were written down to fair value upon

acquisition and accrete interest income over the remaining life of the loan

131 Includes foreign residential mortgage loans of $550 million $662 million $650 million and $627 million for the fourth third second and first quarters of 2009 respectively

141 Includes foreign consumer loans of $8.6 billion $8.4 billion $8.0 billion and $7.1 billion in the fourth third second and brat quarters of 2009 respectively and $2.0 billion in the fourth quarter sf2008

mi Includes consumer finance loans of $2.3 billion $2.4 billion $2.5 billion and $2.6 billion in the fourth third second and first quarters of 2009 respectively and $2.7 billion in the fourth quarter of 2008 and other

foreign consumer loans of $689 million $700 million $640 million and $596 million in the fourth third second and first quarters sf2009 respectively and $654 million in the fourth quarter of 2008

101 Includes domestic commercial real estate loans of $68.2 billion $70.7 billion $72.8 billion and $70.9 billion in the fourth third second and first quarters of 2009 renpectively and $63.6 billion in the fourth quarter of

2008 and foreign commercial real estate loans of $3.1 billion $3.6 billion $2.8 billion and $1.3 billion in the fourth third second and first quarters of 2009 respectively and $964 million in the fourth quarter sf2008

171 Interest income includes the impact of interest rate risk management contracts which decreased interest income on assets $248 million $136 million $11 million and $61 million in the fourth third second and first

quarters of 2009 respectively and $41 million in the fourth quarter of 2008 Interest expense
includes the impact of interest rate risk management contracts which increased decreased interest expense Os

liabilities $11.1 billion $1873 million $15501 million and $1512 million in the fourth third second and first quarters of 2009 respectively and $237 million in the fourth quarter 02008 For further information on

interest rate contracts see Interest Rate Risk Management for Nontrading Activities beginning on page 95

0.58

2.82

3.01

1.42

1.19

2.46

3.27

1.70
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Quarterly Average Balances and Interest Rates FTE Basis continued

Total consumer

Commercial domestic

Commercial real estate 161

Commercial lease
financing

Commercial foreign

Total commercial

Total loans and leases

Cash and cash equivalents

Other assets less allowance for loan and lease losses

Total assets

Interest-bearing liabilities

Domestic interest-bearing deposits

Savings

NOW and money market deposit accounts

Consumer CD5 and IRAs

Negotiable CDs public funds and other time deposits

Total domestic
interest-bearing deposits

Average lncome/

Balance Expense

230955 690

199820 2028

255159 3353

204354

403982

$2420317

248516

192198

242867

First_Quarter_2009

Interest

Average lncome/ Yield

Balance Expense Rate

2.64% 26158 191 2.96%

244280 1155 1.90

237350 2499 4.24

286249 3902 5.47

153007

453644

$2519134

26052 48

9849

58380 132

94281 186

736849 2543

1.11 591928 2221
287 69481 579

3.64 446975 4316

1.84 1845233 9659

227232

217903

228766

Fourth Quarter 2008

Interest

Average ncome/ Yield

Balance Expense Rate

10511 158 5.97%

104843 393 1.50

179687 2170 4.82

280942 3913 5.57

253560 3596 5.67

151943 1954 5.12

21324 459 8.60

64906 1784 10.94

17211 521 12.05

83331 1714 8.18

3544 70 7.83

595819 10098 6.76

226095 2890 5.09

64586 706 4.35

22069 242 4.40

32994 373 4.49

345744 4211 4.85

941563 14309 6.06

99127 959 3.85

1616673 21902 5.40

77388

254793

$1948854

31561 58 0.73%

285410 813 1.13

229410 1835 3.18

36510 270 2.94

582891 2976 2.03

459743 1910 1.65

65058 524 3.20

255709 2766 4.32

1467373 8496 2.30

205278

99637

176566

Dollars in millions

Second Quarter 2009

Interest

Yield

Rate

Earning assets

Time deposits placed and other short-term investments 25604 169

Federal funds sold and securities borrowed or purchased

under agreements to resell

Trading account assets

Debt securities

Loans and leases 121

Residential mortgage 13

Home equity

Discontinued real estate

Credit card domestic

Credit card foreign

Direct/Indirect consumer

Other consumer

253803

156599

18309

51721

18825

100302

3298

602857

231639

75559

22026

34024

363248

966105

134338

1811981

1.20

4.07

5.26

5.50

4.41

6.61

10.70

10.66

6.12

7.77

5.97

3.77

3.33

4.72

4.24

3.78

5.15

3.73

4.40

3489

1722

303

1380
501

1532

63

8990

2176

627

260

360

3423

12413

1251

19904

Other earning assets

Total earning assets 17

265121 3680

158575 1787

19386 386

58960 1601

16858 454

100741 1684

3408 64

623049 9656

240683 2485

72206 550

22056 279

36127 462

371072 3776

994121 13432

124325 1299

1912483 22478

5.57

4.55

7.97

11.01

10.94

6.78

7.50

6.25

4.18

3.09

5.05

5.18

4.12

5.46

4.22

4.74

34367

342570

229392

39100

645429

54

376

1409

124

1963

32378 58

343215 440

235787 1710

31188 149

642568 2357

0.63%

0.44

2.46

1.28

1.22

0.76

0.22

0.58

0.59

1.15

Foreign interest-bearing deposits

Banks located in foreign countries 19261 37

Governments and official institutions 7379
Time savings and other 54307 78

Total foreign interest-bearing deposits 80947 119

Total
interest-bearing deposits 726376 2082

Federal funds purchased securities loaned or sold under

agreements to repurchase and other short-term
borrowings 503451 1396

Trading account liabilities 62778 450

Long-term debt 444131 4034

Total interest-bearing liabilities 1736736 7962

Noninterest-bearing sources

Noninterest-bearing deposits

Other liabilities

Shareholders equity

0.72%

0.52

2.93

1.94

1.49

0.75

0.25

0.92

0.80

1.40

1.52

3.38

3.89

2.11

41398 125

13738 30

48836 165

103972 320

686863 3296

1.20

0.87

1.34

1.22

1.91

Total liabilities and shareholders equity $2420317 $2519134 $1948854

Net interest spread 2.56% 2.63% 3.10%

Impact of
noninterest-bearing sources 0.08 0.07 0.21

Net interest income/yield on earning assets $11942 2.64% $12819 2.70% $13406 3.31%

For Footnotes see page ha
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Glossary

Alt-A Mortgage Alternative-A mortgage type of U.S mortgage that for

various reasons is considered riskier than A-paper or prime and less

risky than subprime the riskiest category Alt-A interest rates which are

determined by credit risk therefore tend to be between those of prime

and subprime home loans Typically Alt-A mortgages are characterized by

borrowers with less than full documentation lower credit scores and

higher LTV5

Asset-Backed Commercial Paper Money Market Fund Liquidity Facility

AMLF lending program created by the Federal Reserve on Sep

tember 19 2008 that provides nonrecourse loans to U.S financial

institutions for the purchase of U.S dollar-denominated high-quality

asset-backed commercial paper from money market mutual funds under

certain conditions This program is intended to assist money market

funds that hold such paper in meeting demands for redemptions by

investors and to foster liquidity in the asset-backed commercial paper

market and money markets more generally Financial institutions gen

erally bear no credit risk associated with commercial paper purchased

under the AMLF

Assets in Custody Consist largely
of custodial and non-discretionary

trust assets excluding brokerage assets administered for customers

Trust assets encompass broad range of asset types including real

estate private company ownership interest personal property and

investments

Assets Under Management AUM The total market value of assets

under the investment advisory and discretion of GWI11 which generate

asset management fees based on percentage of the assets market

values AUM reflect assets that are generally managed for institutional

high net-worth and retail clients and are distributed through various

investment products including mutual funds other commingled vehicles

and separate accounts

At-the-market Offering form of equity issuance where an exchange-

listed company incrementally sells newly issued shares into the market

through designated broker/dealer at prevailing market prices rather

than via traditional underwritten offering of fixed number of shares at

fixed price all at once

Bridge Financing loan or security that is expected to be replaced by

permanent financing debt or equity securities loan syndication or asset

sales prior to the maturity date of the loan Bridge loans may include an

unfunded commitment as well as funded amounts and are generally

expected to be retired in one year or less

CDO-squared type of CDO where the underlying collateral includes

tranches of other CDOs

Client Brokerage Assets Include client assets which are held in broker

age accounts This includes non-discretionary brokerage and fee-based

assets which generate brokerage income and asset management fee

revenue

Client Deposits Includes GWIM client deposit accounts representing

both consumer and commercial demand regular savings time money

market sweep and foreign accounts

Committed Credit Exposure Includes any funded portion of facility

plus the unfunded portion of facility on which the lender is
legally

bound

to advance funds during specified period under prescribed conditions

Core Net Interest Income Managed Basis Net interest income on

fully taxable-equivalent basis excluding the impact of market-based activ

ities and certain securitizations

Credit Default Swap CDS derivative contract that provides pro

tection against the deterioration of credit quality and allows one party to

receive payment in the event of default by third party under borrowing

arrangement

Credit Card Accountability Responsibility and Disclosure Act of 2009

CARD Act Legislation signed into law on May 22 2009 to provide

changes to credit card industry practices including significantly restricting

credit card issuers ability to change interest rates and assess fees to

reflect individual consumer risk change the way payments are applied

and requiring changes to consumer credit card disclosures The majority

of the provisions became effective in February 2010

Derivative contract or agreement whose value is derived from

changes in an underlying index such as interest rates foreign exchange

rates or prices of securities Derivatives utilized by the Corporation

include swaps financial futures and forward settlement contracts and

option contracts

Emergency Economic Stabilization Act of 2008 EESA Legislation

signed into law on October 2008 authorizing the U.S Secretary of the

Treasury to among other things establish the Troubled Asset Relief

Program

Excess Servicing Income For certain assets that have been securitized

interest income fee revenue and recoveries in excess of interest paid to

the investors gross credit losses and other trust expenses related to the

securitized receivables are all classified as excess servicing income

which is component of card income Excess servicing income also

includes the changes in fair value of the Corporations card related

retained interests

Financial Stability Plan plan announced on February 10 2009 by the

U.S Treasury pursuant to the EESA which outlines series of initiatives

including the Capital Assistance Program CAP the creation of new

Public-Private Investment Program PPIP the expansion of the Term

Asset-Backed Securities Loan Facility TALF the extension of the FDICs

Temporary Liquidity
Guarantee Program TLGP to October 31 2009 the

Small Business and Community Lending Initiative broad program to

stabilize the housing market by encouraging lower mortgage rates and

making it easier for homeowners to refinance and avoid foreclosure and

new framework of governance and oversight related to the use of funds

of the Financial Stability Plan

Interest-only Strip residual interest in securitization trust represent

ing the right to receive future net cash flows from securitized assets after

payments to third party investors and net credit losses These arise when

assets are transferred to SPE as part of an asset securitization trans

action qualiing for sale treatment under GAAP

Interest Rate Lock Commitment IRLC Commitment with loan appli

cant in which the loan terms including interest rate and price are guaran

teed for designated period of time subject to credit approval

Loan-to-value LTV commonly used credit quality metric that is

reported in terms of ending and average LTV Ending LTV is calculated as

the outstanding carrying value of the loan at the end of the period divided

by the estimated value of the property securing the loan Estimated prop

erty
values are primarily determined by utilizing the Case-Schiller Home

Index widely used index based on data from repeat sales of single

family homes Case-Schiller indices are updated quarterly and are

reported on three-month or one-quarter lag An additional metric related

to LTV is combined loan-to-value CLTV which is similar to the LTV met

ric yet combines the outstanding balance on the residential mortgage

loan and the outstanding carrying value on the home equity loan or avail

able line of credit both of which are secured by the same property div

ided by the estimated value of the property LW of 100 percent reflects

loan that is currently secured by property valued at an amount exactly

equal to the carrying value or available line of the loan Under certain

circumstances estimated values can also be determined by utilizing an

automated valuation method AVM or Mortgage Risk Assessment Corpo

ration MRAC index An AVM is tool that estimates the value of prop-
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erty by reference to large volumes of market data including sales of

comparable properties and price trends specific to the MSA in which the

property being valued is located The MRAC index is similar to the Case

Schiller Home Index in that it is an index that is based on data from

repeat sales of single family homes and is reported on lag

Letter of Credit document issued on behalf of customer to third

party promising to pay the third party upon presentation of specified

documents letter of credit effectively substitutes the issuers credit for

that of the customer

Making Home Affordable Program MHA U.S Treasury program to

reduce the number of foreclosures and make it easier for homeowners to

refinance loans The program is comprised of the Home Affordable Mod

ification Program HAMP which provides guidelines on loan modifications

and is designed to help at-risk homeowners avoid foreclosure by reducing

monthly mortgage payments and provides incentives to lenders to modify

all
eligible loans that fall under the program guidelines and the Home

Affordable Refinance Program HARP which is available to homeowners

who have proven payment history on an existing mortgage owned by

FNMA or FHLMC and is designed to help eligible homeowners refinance

their mortgage loans to take advantage of current lower mortgage rates or

to refinance ARMs into more stable fixed-rate mortgages In addition the

Second Lien Program is part of the MHA For more information on this

program see the separate definition for the Second Lien Program

Managed Basis Managed basis assumes that securitized loans were

not sold and presents earnings on these loans in manner similar to the

way loans that have not been sold i.e held loans are presented Non

interest income both on held and managed basis also includes the

impact of adjustments to the interest-only strip that are recorded in card

income

Managed Net Losses Represent net charge-offs on held loans com
bined with realized credit lpsses associated with the securitized loan

portfolio

Mortgage Servicing Right MSR The right to service mortgage loan

when the underlying loan is sold or securitized Servicing includes collec

tions for principal interest and escrow payments from borrowers and

accounting for and remitting principal and interest payments to investors

Net Interest Yield Net interest income divided by average total interest-

earning assets

Nonperforming Loans and Leases Includes loans and leases that have

been placed on nonaccrual status including nonaccruing loans whose

contractual terms have been restructured in manner that grants con

cession to borrower experiencing financial difficulties troubled debt

restructurings or TDR5 Loans accounted for under the fair value option

purchased impaired loans and loans held-for-sale are not reported as

nonperforming loans and leases Past due consumer credit card loans

consumer loans secured by personal property unsecured consumer

loans consumer loans secured by real estate where repayments are

insured by the Federal Housing Administration and business card loans

are not placed on nonaccrual status and are therefore not reported as

nonperforming loans and leases

Option-adjusted Spread OAS The spread that is added to the discount

rate so that the sum of the discounted cash flows equals the market

price thus it is measure of the extra yield over the reference discount

factor i.e the forward swap curve that company is expected to earn

by holding the asset

Primary Dealer Credit Facility PDCF facility announced on

March 16 2008 by the Federal Reserve to provide discount window loans

to primary dealers that settle on the same business day and mature on

the following business day in exchange for specified range of eligible

collateral The rate paid on the loan is the same as the primary credit rate

at the Federal Reserve Bank of New York In addition primary dealers are

subject to frequency-based fee after they exceed 45 days of use The

frequency-based fee is calculated on an escalating scale and communi

cated to the primary dealers in advance The PDCF was available to pri

mary dealers until February 2010

Purchased Impaired Loan loan purchased as an individual loan in

portfolio
of loans or in business combination with evidence of deterio

ration in credit quality since origination for which it is probable upon

acquisition that the investor will be unable to collect all contractually

required payments These loans are written down to fair value at the

acquisition date

Qualifying Special Purpose Entity QSPE SPE whose activities are

strictly
limited to holding and servicing financial assets and which meets

the other criteria under applicable accounting guidance QSPE is gen

erally not required to be consolidated by any party

Return on Average Common Shareholders Equity Measure of the earn

ings contribution as percentage of average common shareholders

equity

Second Lien Program 2MP MHA program announced on April 28

2009 by the U.S Treasury that focuses on creating comprehensive

affordability solution for homeowners By focusingon shared efforts with

lenders to reduce second mortgage payments pay-for-success incentives

for servicers investors and borrowers and payment schedule for

extinguishing second mortgages the 2MP is designed to help up to

1.5 million homeowners The program is designed to ensure that first and

second lien holders are treated
fairly and consistently with

priority of

liens and offers automatic modification of second lien when first lien

is modified Details of the program are still being finalized as of the time

of this
filing

Securitize/Securitization process by which financial assets are sold

to SPE which then issues securities collateralized by those underlying

assets and the return on the securities issued is based on the principal

and interest cash flow of the underlying assets

Structured Investment Vehicle SIV An entity that issues short dura

tion debt and uses the proceeds from the issuance to purchase longer-

term fixed income securities

Subprime Loans Although standard industry definition for subprime

loans including subprime mortgage loans does not exist the Corporation

defines subprime loans as specific product offerings for higher risk bor

rowers including individuals with one or combination of high credit risk

factors such as low FICO scores generally less than 620 for secured

products and 660 for unsecured products high debt to income ratios

and inferior payment history

Super Senior CDO Exposure Represents the most senior class of

commercial paper or notes that are issued by CDO vehicles These finan

cial instruments benefit from the subordination of all other securities

including AAA-rated securities issued by CDO vehicles

Treasury Temporary Guarantee Program for Money Market Funds

TTGP voluntary and temporary program announced on Sep

tember 19 2008 by the U.S Treasury which provided for guarantee to

investors that they would receive $1.00 for each money market fund

share held as of September 19 2008 in the event that
participating

fund no longer had $1.00 per share net asset value and liquidated

With respect to such shares covered by this program the guarantee

payment would have been equal to any shortfall between the amount

received by an investor in liquidation and $1.00 per share
Eligible

money market mutual funds paid fee to the U.S Treasury to participate

in this program which expired on September 18 2009

Temporary Liquidity Guarantee Program TLGP program announced

on October 14 2008 by the FDIC which is comprised of the Debt Guaran
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tee Program DGP under which the FDIC guaranteed for fee all newly

issued senior unsecured debt e.g promissory notes unsubordinated

unsecured notes and commercial paper up to prescribed limits issued

by participating entities through October 31 2009 with an emergency

guarantee facility available through April 30 2010 and the Transaction

Account Guarantee Program TAGP under which the FDIC will guarantee

for fee noninterest-bearing deposit accounts held at participating FDIC

insured depository institutions until June 30 2010

Term Auction Facility TAF temporary credit facility announced on

December 12 2007 and implemented by the Federal Reserve that allows

depository institution to place bid for an advance from its local

Federal Reserve Bank at an interest rate that is determined as the result

of an auction and is aimed to help ensure that liquidity provisions can be

disseminated efficiently even when the unsecured interbank markets are

under stress The TAF typically
auctions term funds with 28-day or 84-day

maturities and is available to all depository institutions that are judged to

be in generally sound financial condition by their local Federal Reserve

Bank Additionally all TAF credit must be fully collateralized

Term Securities Lending Facility TSLF weekly loan facility estab

lished and announced by the Federal Reserve on March 11 2008 to

promote liquidity in U.S Treasury and other collateral markets and foster

the functioning of financial markets by offering U.S Treasury securities

held by the System Open Market Account SOMA for loan over

one-month term against other program-eligible general collateral Loans

are awarded to primary dealers based on competitive bidding subject to

minimum fee requirement The Open Market Trading Desk of the

Federal Reserve Bank of New York auctions general U.S Treasury

collateral treasury bills notes bonds and inflation-indexed securities

held by SOMA for loan against all collateral currently eligible
for tn-party

repurchase agreements arranged by the Open Market Trading Desk and

separately against collateral and investment-grade corporate securities

municipal securities MBS and ABS

Tier Common Capital Tier capital including CES less preferred

stock qualifying trust preferred securities hybrid securities and qualifying

noncontrolling interest in subsidiaries

Troubled Asset Relief Program TARP program established under

the EESA by the U.S Treasury to among other things invest in financial

institutions through capital infusions and purchase mortgages MBS and

certain other financial instruments from financial institutions in an

aggregate amount up to $700 billion for the purpose of stabilizing and

providing liquidity to the U.S financial markets

Troubled Debt Restructuring TDR Loans whose contractual terms

have been restructured in manner that grants concession to bor

rower experiencing financial difficulties Concessions could include

reduction in the interest rate on the loan payment extensions forgive

ness of principal forbearance or other actions intended to maximize col

lection TDR5 are reported as nonperforming loans and leases while on

nonaccrual status TDR5 that are on accrual status are reported as per

forming TDR5 through the end of the calendar year in which the restructur

ing occurred or the year in which they are returned to accrual status In

addition if accruing TDR5 bear less than market rate of interest at the

time of modification they are reported as performing TDR5 throughout

their remaining lives

Unrecognized Tax Benefit UTB The difference between the benefit

recognized for tax position which is measured as the largest dollar

amount of the position that is more-likely-than-not to be sustained upon

settlement and the tax benefit claimed on tax return

Value-at-risk VAR VAR model estimates range of hypothetical

scenarios to calculate potential loss which is not expected to be

exceeded with specified confidence level VAR is key statistic used to

measure and manage market risk

Variable Interest Entity VIE term for an entity whose equity invest

ors do not have controlling financial interest The entity may not have

sufficient equity at risk to finance its activities without additional sub

ordinated financial support from third parties The equity investors may

lack the ability to make significant decisions about the entitys activities

or they may not absorb the losses or receive the residual returns gen

erated by the assets and other contractual arrangements of the VIE The

entity that will absorb majority of expected variability the sum of the

absolute values of the expected losses and expected residual returns

consolidates the VIE and is referred to as the primary beneficiary
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Acronyms

ABCP Asset-backed commercial paper

ABS Asset-backed securities

AFS Available-for-sale

ALMRC Asset and Liability Market Risk Committee

ALM Asset and liability management

ARM Adjustable-rate mortgage

ARS Auction rate securities

ASF American Securitization Forum

BPS Basis points

CDO Collateralized debt obligation

CES Common Equivalent Securities

CMBS Commercial mortgage-backed securities

CMO Collateralized mortgage obligation

CRA Community Reinvestment Act

CRC Credit Risk Committee

FASB Financial Accounting Standards Board

FDIC Federal Deposit Insurance Corporation

FFIEC Federal Financial Institutions Examination Council

FHA Federal Housing Administration

FHLB Federal Home Loan Bank

FHLMC Federal Home Loan Mortgage Corporation

FICC Fixed income currencies and commodities

FNMA Federal National Mortgage Association

FTE
Fully taxable-equivalent

GAAP Generally accepted accounting principles in the United States of America

GNMA Government National Mortgage Association

GRC Global Markets Risk Committee

GSE
Government-sponsored enterprise

IPO Initial public offering

LHFS Loans held-for-sale

LIBOR London InterBank Offered Rate

MBS
Mortgage-backed securities

MDA Managements Discussion and Analysis of Financial Condition and Results of Operations

MSA
Metropolitan statisticaF area

OCI Other comprehensive income

RMBS Residential mortgage-backed securities

ROC Risk Oversight Committee

ROTE Return on average tangible shareholders equity

SBA Small Business Administration

SBLCs Standby letters of credit

SEC Securities and Exchange Commission

SPE Special purpose entity
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Report of Management on Internal Control Over Financial Reporting

Bank of America Corporation and Subsidiaries

The management of Bank of America Corporation is responsible for estab

lishing
and maintaining adequate internal control over financial reporting

The Corporations internal control over financial reporting is process

designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external

purposes in accordance with accounting principles generally accepted in

the United States of America The Corporations internal control over

financial reporting includes those policies and procedures that pertain

to the maintenance of records that in reasonable detail accurately and

fairly reflect the transactions and dispositions of the assets of the

Corporation ii provide reasonable assurance that transactions are

recorded as necessary to permit preparation of financial statements in

accordance with accounting principles generally accepted in the United

States of America and that receipts and expenditures of the Corporation

are being made only in accordance with authorizations of management

and directors of the Corporation and iii provide reasonable assurance

regarding prevention or timely detection of unauthorized acquisition use

or disposition of the Corporations assets that could have material

effect on the financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk

that controls may become inadequate because of changes in conditions

or that the degree of compliance with the policies or procedures may

deteriorate

Management assessed the effectiveness of the Corporations internal

control over financial reporting as of December 31 2009 based on the

framework set forth by the Committee of Sponsoring Organizations of the

Treadway Commission in Interna/ Control Integrated Framework Based

on that assessment management concluded that as of December 31

2009 the Corporations internal control over financial reporting is effec

tive based on the criteria established in Internal Control Integrated

Framework

The Corporations internal control over financial reporting as of

December 31 2009 has been audited by PricewaterhouseCoopers LLP

an independent registered public accounting firm as stated in their

accompanying report which expresses an unqualified opinion on the effec

tiveness of the Corporations internal control over financial reporting as of

December 31 2009

Brian Moynihan

Chief Executive Officer and President

Neil Cotty

Interim Chief Financial Officer

Chief Accounting Officer
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Report of Independent Registered Public Accounting Firm

Bank of America Corporation and Subsidiaries

To the Board of Directors and Shareholders of Bank of

America Corporation

In our opinion the accompanying Consolidated Balance Sheet and the

related Consolidated Statement of Income Consolidated Statement of

Changes in Shareholders Equity and Consolidated Statement of Cash

Flows present fairly
in all material respects the financial position of

Bank of America Corporation and its subsidiaries at December 31 2009

and 2008 and the results of their operations and their cash flows for

each of the three years in the period ended December 31 2009 in con

formity with accounting principles generally accepted in the United States

of America Also in our opinion the Corporation maintained in all

material respects effective internal control over financial reporting as of

December 31 2009 based on criteria established in Internal Control

Integrated Framework issued by the Committee of Sponsoring Orga

nizations of the Treadway Commission COSO The Corporations

management is responsible for these financial statements for maintain

ing effective internal control over financial reporting and for its assess

ment of the effectiveness of internal control over financial reporting

included in the accompanying Report of Management on Internal Control

Over Financial Reporting Our responsibility is to express opinions on

these financial statements and on the Corporations internal control over

financial reporting based on our integrated audits We conducted our

audits in accordance with the standards of the Public Company Account

ing Oversight Board United States Those standards require that we plan

and perform the audits to obtain reasonable assurance about whether the

financial statements are free of material misstatement and whether effec

tive internal control over financial reporting was maintained in all material

respects Our audits of the financial statements included examining on

test basis evidence supporting the amounts and disclosures in the finan

cial statements assessing the accounting principles used and
significant

estimates made by management and evaluating the overall financial

statement presentation Our audit of internal control over financial report

ing included obtaining an understanding of internal control over financial

reporting assessing the risk that material weakness exists and testing

and evaluating the design and operating effectiveness of internal control

based on the assessed risk Our audits also included performing such

other procedures as we considered necessary in the circumstances We

believe that our audits provide reasonable basis for our opinions

companys internal control over financial reporting is process

designed to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external

purposes in accordance with generally accepted accounting principles

companys internal control over financial reporting includes those
policies

and procedures that pertain to the maintenance of records that in

reasonable detail accurately and fairly reflect the transactions and dis

positions of the assets of the company ii provide reasonable assurance

that transactions are recorded as necessary to permit preparation of

financial statements in accordance with generally accepted accounting

principles and that receipts and expenditures of the company are being

made only in accordance with authorizations of management and direc

tors of the company and iii provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition use or dis

position of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial

reporting may not prevent or detect misstatements Also projections of

any evaluation of effectiveness to future periods are subject to the risk

that controls may become inadequate because of changes in conditions

or that the degree of compliance with the policies or procedures may

deteriorate

Charlotte North Carolina

February 26 2010
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Bank of America Corporation and Subsidiaries

Consolidated Statement of Income
Year Ended December 31

Dollars in millions except per share information
2009 2008 2007

Interest income

Interest and fees on loans and leases 48703 56017 55681

Interest on debt securities 12947 13146 9784

Federal funds sold and securities borrowed or purchased under agreements to resell 2894 3313 7722

Trading account assets 7944 9057 9417

Other interest hicome 5428 4151 4700

Total interest income 77916 85684 87304

Interest expense

Deposits 7807 15250 18093

Short-term borrowings
5512 12362 21967

Trading account liabilities 2075 2774 3444

Long-term debt 15413 9938 9359

Total interest expense 30807 40324 52863

Net interest income 47109 45360 34441

Noninterest income

Card income 8353 13314 14077

Service charges 11038 10316 8908

Investment and brokerage services 11919 4972 5147

Investment banking income 5551 2263 2345

Equity investment income 10014 539 4064

Trading account profits losses 12235 5911 4889

Mortgage banking income 8791 4087 902

Insurance income 2760 1833 761

Gains on sales of debt securities 4723 1124 180

Other income loss 14 1654 1295

Other-than-temporary impairment losses on available-for-sale debt securities

Total other-than-temporary impairment losses 3508 3461 398

Less Portion of other-than-temporary impairment losses
recognized

in other comprehensive income 672

Net impairment losses recognized in earnings on available-for-sale debt securities 2836 3461 398

Total noninterest income 72534 27422 32392

Total revenue net of interest expense 119643 72782 66833

Provision for credit losses 48570 26825 8385

Noninterest expense

Personnel 31528 18371 18753

Occupancy 4906 3626 3038

Equipment 2455 1655 1391

Marketing 1933 2368 2356

Professional fees 2281 1592 1174

Amortization of
intangibles

1978 1834 1676

Data processing 2500 2546 1962

Telecommunications 1420 1106 1013

Other general operating
14991 7496 5751

Merger and restructuring charges 2721 935 410

Total noninterest expense 66713 41529 37524

Income before income taxes 4360 4428 20924

Income tax expense benefit 1916 420 5942

Net income 6276 4008 14982

Preferred stock dividends and accretion 8480 1452 182

Net income loss applicable to common shareholders 2204 2556 14800

Per common share information

Earnings loss 0.29 0.54 3.32

Diluted earnings loss 0.29 0.54 3.29

Dividends paid
0.04 2.24 2.40

Average common shares issued and outstanding in thousands 7728570 4592085 4423579

Average diluted common shares issued and outstanding in thousands 7728570 4596428 4463213

See accompanying Notes to Consolidated Financial Statements
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Bank of America Corporation and Subsidiaries

Consolidated Balance Sheet

Dollars in millions

Assets

Cash and cash equivalents

Time deposits placed and other short-term investments

Federal funds sold and securities borrowed or purchased under agreements to resell includes $57775 and $2330 measured at fair

value and $189844 and $82099 pledged as collateral

Trading account assets includes $30921 and $69348 pledged as collateral

Derivative assets

Debt securities

Available-for-sale includes $122708 and $158939 pledged as collateral

Held-to-maturity at cost fair value $9684 and $685

December 31

2009 2008

301601 276904

9840 685

Total debt securities 311441 277589

Loans and leases includes $4936 and $5413 measured at fair value and $118113 and $166891 pledged as collateral 900128 931446
Allowance for loan and lease losses 37200 23071

Loans and leases net of allowance 862928 908375

Premises and equipment net 15500 13161

Mortgage servicing rights includes $19465 and $12733 measured at fair value 19774 13056
Goodwill 86314 81934

Intangible assets 12026 8535
Loans held-for-sale includes $32795 and $18964 measured at fair value 43874 31454
Customer and other receivables 81996 37608
Other assets includes $55909 and $55113 measured at fair value 191077 124759

Total assets $2223299 $1817943

Liabilities

Deposits in domestic offices

Noninterest-bearing 269615 213994

Interest-bearing includes $1663 and $1717 measured at fair value 640789 576938

Deposits in foreign offices

Noninterest-bearing 5489 4004

Interest-bearing 75718 88061

Total deposits 991611 882997

Federal funds purchased and securities loaned or sold under agreements to repurchase includes

$37325 measured at fair value at December 31 2009 255185 206598

Trading account liabilities 65432 51723

Derivative liabilities 43728 30709

Commercial paper and other short-term borrowings includes $813 measured at

fair value at December 31 2009 69524 158056

Accrued expenses and other liabilities includes $19015 and $7542 measured at fair value and $1487 and $421 of reserve for

unfunded lending commitments 127854 42516

Long-term debt includes $45451 measured at fair value at December 31 2009 438521 268292

Total liabilities 1991855 1640891

Commitments and contingencies Note Variable Interest Entities and Note 14 Commitments and Contingencies

Shareholders equity

Preferred stock $0.01 par value authorized 100000000 shares issued and outstanding 5246660 and 8202042 shares 37208 37701

Common stock and additional paid-in capital $0.01 par value authorized 10000000000 shares issued and outstanding

8650243926 and 5017435592 shares 128734 76766

Retained earnings 71233 73823

Accumulated other comprehensive income loss 5619 10825
Other 112 413

Total shareholders equity 231444 177052

Total liabilities and shareholders equity $2223299 $1817943

See accompanying Notes to Consolidated Financial Statements

121339

24202

189933

182206

80689

32857

9570

82478

134315

62252
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Bank of America Corporation and Subsidiaries

Consolidated Statement of Changes in Shareholders Equity

Balance December 31 2006

Cumulative adjustment for accounting changes

Leveraged leases

Fair value option and measurement

Income tax uncertainties

Net income

Net change ri available-for-sale debt and marketable

equity securities

Net change in foreign currency translation adjustments

Net change in derivatives

Employee benefit plan adjustments

Dividends paid

Common

Preferred

Issuance of preferred stock

Common stock issued under employee plans and

related tax effects

Common stock repurchased

Common Stock and

Additional Paid-in

Preferred
Capital Retained

Stock Shares Amount Earnings

2851 4458151 61574 79024

53464 2544

73730 3790

1381
208

146

14982

1381
208

146

14982 $14982

10696

182
1558

10 2554

3790

See accompanying Notes to Consolidated Financial Statements

Dollars in millions shares in thousandsi

Accumulated

Other

Comprehensive

Income

Loss Other

7711 $466

Total

Shareholders Comprehensive

Equity Income Loss

$135272

1558

9269 9269 9269

149 149 149

705 705 705

127 127 127

10696

182

Balance December 31 2007 4409 4437885 60328 81393 1129 456 146803 23822

Net income 4008 4008 4008

Net change in available-for-sale debt and marketable

equity securities 8557 8557 8557
Net change in

foreign currency
translation adjustments 1000 1000 1000

Net change in derivatives 944 944 944

Employee benefit plan adjustments 3341 3341 3341
Dividends paid

Common 10256 10256

Preferred 1272 1272
Issuance of preferred stock and stock warrants 33242 1500 34742

Stock issued in acquisition 106776 4201 4201

Issuance of common stock 455000 9883 9883

Common stock issued under employee plans and

related tax effects 17775 854 43 897

Other 50 50

Balance December 31 2008 37701 5017436 76766 73823 10825 413 177052 7946

Cumulative adjustment for accounting change

Other-than-temporary impairment on debt securities 71 71
Net income 6276 6276 6276

Net change in available-for-sale debt and marketable

equity securities 3593 3593 3593

Net change in foreign currency translation adjustments 211 211 211

Net change in derivatives 923 923 923

Employee benefit plan adjustments 550 550 550

Dividends paid

Common 326 326

Preferred 4537 4537
Issuance of preferred stock and stock warrants 26800 3200 30000

Repayment of preferred stock 41014 3986 45000

Issuance of Common Equivalent Securities 19244 19244

Stock issued in acquisition 8605 1375476 20504 29109

Issuance of common stock 1250000 13468 13468

Exchange of preferred stock 14797 999935 14221 576

Common stock issued under employee plans arid

related tax effects 7397 575 308 883

Other 669 664

Balance December 31 2009 37208 8650244 $128734 71233 5619 $112 $231444 $11553
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Bank of America Corporation and Subsidiaries

Consolidated Statement of Cash Flows

Dollars in millions

Operating activities

Net income

Reconciliation of net income to net cash provided by operating activities

Provision for credit losses

Gains on sales of debt securities

Depreciation and premises improvements amortization

Amortization of intangibles

Deferred income tax expense benefit

Net decrease increase in trading and derivative instruments

Net decrease increase in other assets

Net decrease increase in accrued expenses and other liabilities

Other operating activities net

Year Ended December31

2009 2008 2001

Net cash provided by operating activities 129731

Investing
activities

Net decrease in time deposits placed and other short-term investments 19081 2203 2191

Net decrease in federal funds sold and securities borrowed or purchased under agreements to resell 31369 53723 6294

Proceeds from sales of available-for-sale debt securities 164155 120972 28107

Proceeds from paydowns and maturities of available-for-sale debt securities 59949 26068 19233

Purchases of available-for-sale debt securities 185145 184232 28016
Proceeds from maturities of held-to-maturity debt securities 2771 741 630

Purchases of held-to-maturity debt securities 3914 840 314
Proceeds from sales of loans and leases 7592 52455 57875

Other changes in loans and leases net 21257 69574 177665

Net purchases of premises and equipment 2240 2098 2143
Proceeds from sales of foreclosed properties 1997 1187 104

Cash received paid upon acquisition net 31804 6650 19816
Other investing activities net 9249 10185 5040

Net cash provided by used in investing
activities 157925 2930 108480

Financing activities

Net increase in deposits 10507 14830 45368

Net decrease in federal funds purchased and securities loaned or sold under agreements to repurchase 62993 34529 1448
Net decrease increase in commercial paper and other short-term borrowings 126426 33033 32840

Proceeds from issuance of long-term debt 67744 43782 67370

Retirement of long-term debt 101207 35072 28942
Proceeds from issuance of preferred stock 49244 34742 1558

Repayment of preferred stock 45000
Proceeds from issuance of common stock 13468 10127 1118

Common stock repurchased 3790
Cash dividends paid 4863 11528 10878
Excess tax benefits of share-based payments 42 254

Other financing activities net 42 56 38

Net cash provided by used in financing activities 199568 10695 103412

Effect of exchange rate changes on cash and cash equivalents 394 83 134

Net increase decrease in cash and cash equivalents 88482 9674 6102

Cash and cash equivalents at Janualy 32857 42531 36429

Cash and cash equivalents at December31 121339 32857 42531

Supplemental cash flow disclosures

Cash paid for interest 37602 36387 51829

Cash paid for income taxes 2933 4700 9196

During 2009 the Corporation eochanged $14.8 billion of preferred stock by issuing 1.0 billion shares of common stock nolued at $11.6 billios

During 2009 the Corporation traosferred credit csrd bane of $8.5 billion and the related allowaoce for loan and lease losses of $750 million in eochange for $7.8 billion held-to-maturity debt security that was issued by

the Corporationo U.S Credit Card Securitization Trust

The fair values of noncash assets acquired and liabilities assumed in the Merrill Lysch acquisition were $618.4 billion and $626.2 billion at January 2009

Approsimately 1.4 billion shares of common stock valued at approoimately $20.5 billion and 376 thoasand shares of preferred stock valued at $8.6 billion were issued in connection with the Merrill Lynch acquisition

The Corporation securitized $14.0 billion and $26.1 billion of residential mortgage loans into mortgage-backed securities and $0 and $4.9 billion of automobile loans into asset-backed securities which were retained by

the Corporation dsring 2009 and 2008

The fair values of noncash assets acquired and liabilities assumed in the Countrvide acquisition were $157.4 billion and $157.8 billion at July 2008

Approximately 107 million shares of common stock valued at approolmately $4.2 billion were issued in connection with the Countrtmide acquisition

The fair values of noncash assets acquired and liabilities assumed in the LaSaibe Bank Corporation acquisition were $115.8 billion and $97.1 billion at October 2007

The fair values of noncash assets acquired and liabilities assumed in the U.S Trust Corporation acquisition were $12.9 billion and $9.8 billion at July 2007

See accompanying Notes to Consolidated Financial Statements
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Bank of America Corporation and Subsidiaries

Notes to Consolidated Financial Statements

NOTE Summary of Significant Accounting

Principles

Bank of America Corporation the Corporation through its banking and

nonbanking subsidiaries provides diverse range of financial services

and products throughout the U.S and in certain international markets At

December 31 2009 the Corporation operated its banking activities

primarily
under two charters Bank of America National Association Bank

of America NA and FIA Card Services N.A In connection with certain

acquisitions including Merrill Lynch Co Inc Merrill Lynch and Country

wide Financial Corporation Countrywide the Corporation acquired bank

ing subsidiaries that have been merged into Bank of America N.A with

no impact on the Consolidated Financial Statements of the Corporation

On January 2009 the Corporation acquired Merrill Lynch through its

merger with subsidiary of the Corporation in exchange for common and

preferred stock with value of $29.1 billion On July 2008 the Corpo

ration acquired all of the outstanding shares of Countrywide through its

merger with subsidiary of the Corporation in exchange for common

stock with value of $4.2 billion On October 2007 the Corporation

acquired all the outstanding shares of ABN AMRO North America Holding

Company parent of LaSalle Bank Corporation LaSalle for $21.0 billion

in cash On July 2007 the Corporation acquired all the outstanding

shares of U.S Trust Corporation for $3.3 billion in cash

The results of operations of the acquired companies were included in

the Corporations results from their dates of acquisition

Principles of Consolidation and Basis of

Presentation

The Consolidated Financial Statements include the accounts of the Corpo

ration and its majority-owned subsidiaries and those variable interest

entities VIES where the Corporation is the primary beneficiary Inter

company accounts and transactions have been eliminated Results of

operations of acquired companies are included from the dates of acquis

ition and for VIEs from the dates that the Corporation became the pri

mary beneficiary Assets held in an agency or fiduciary capacity are not

included in the Consolidated Financial Statements The Corporation

accounts for investments in companies for which it owns voting interest

of 20 percent to 50 percent and for which it has the
ability to exercise

significant
influence over operating and financing decisions using the

equity method of accounting These investments are included in other

assets and are subject to impairment testing The Corporations propor

tionate share of income or loss is included in equity investment income

The preparation of the Consolidated Financial Statements in con

formity with accounting principles generally accepted in the United States

of America GAAP requires management to make estimates and assump

tions that affect reported amounts and disclosures Realized results

could differ from those estimates and assumptions

The Corporation evaluates subsequent events through the date of fil

ing with the Securities and Exchange Commission SEC Certain prior

period amounts have been reclassified to conform to current period

presentation

New Accounting Pronouncements

On July 2009 the Corporation adopted new guidance that established

the Financial Accounting Standards Board FASB Accounting Standards

Codification Codification as the single source of authoritative GAAP The

Codification establishes common referencing system for accounting

standards and is generally organized by subject matter Use of the Codifi

cation has no impact on the Corporations financial condition or results of

operations In connection with the use of the Codification this Form 10-K

no longer makes reference to specific accounting standards by number or

title

In June 2009 the FASB issued new accounting guidance on transfers

of financial assets and consolidation of VIEs This new accounting guid

ance which was effective on January 2010 revises existing sale

accounting criteria for transfers of financial assets and significantly

changes the criteria by which an enterprise determines whether it must

consolidate VIE The adoption of this new accounting guidance on

January 2010 resulted in the consolidation of certain qualifying special

purpose entities QSPE5 and VIEs that were not recorded on the Corpo

rations Consolidated Balance Sheet prior to that date The adoption of

this new accounting guidance resulted in net incremental increase in

assets on preliminary basis of approximately $100 billion including

$70 billion resulting from consolidation of credit card trusts and $30 bil

lion from consolidation of other special purpose entities SPE5 including

multi-seller conduits These amounts are net of retained interests in

securitizations held on the Consolidated Balance Sheet and an $11 bil

lion increase in the allowance for loan losses the majority of which

relates to credit card receivables This increase in the allowance for loan

losses was recorded on January 2010 as charge net-of-tax to

retained earnings for the cumulative effect of the adoption of this new

accounting guidance Initial recording of these assets and related allow

ance on the Corporations Consolidated Balance Sheet had no impact on

results of operations

On January 2009 the Corporation elected to early adopt new FASB

guidance for determining whether market is inactive and transaction

is distressed in order to apply the existing fair value measurements guid

ance In addition this new guidance requires enhanced disclosures

regarding financial assets and liabilities that are recorded at fair value

The adoption of this new guidance did not have material impact on the

Corporations financial condition or results of operations The enhanced

disclosures required under this new guidance are included in Note 20

Fair Value Measurements

On January 2009 the Corporation elected to early adopt new FASB

guidance on recognition and presentation of other-than-temporary impair

ment of debt securities that requires an entity to recognize the credit

component of other-than-temporary impairment of debt security in earn

ings and the noncredit component in other comprehensive income OCI
when the entity does not intend to sell the security and it is more-likely

than-not that the entity will not be required to sell the security prior to

recovery This new guidance also requires expanded disclosures In

connection with the adoption of this new guidance the Corporation

recorded cumulative-effect adjustment to reclassify $71 million

net-of-tax from retained earnings to accumulated OCI as of January
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2009 This new guidance does not change the recognition of other-than-

temporary impairment for equity securities The expanded disclosures

required by this new guidance are included in Note Securities

On January 2009 the Corporation adopted new FASB guidance that

modifies the accounting for business combinations and requires with

limited exceptions the acquirer in business combination to recognize

100 percent of the assets acquired liabilities assumed and any non-

controlling interest in the acquired company at the acquisition-date fair

value In addition the guidance requires that acquisition-related trans

action and restructuring costs be charged to expense as incurred and

requires that certain contingent assets acquired and liabilities assumed

as well as contingent consideration be recognized at fair value This new

guidance also modifies the accounting for certain acquired income tax

assets and liabilities

Further the new FASB guidance requires that assets acquired and

liabilities assumed in business combination that arise from con

tingencies be recognized at fair value on the acquisition date if fair value

can be determined during the measurement period If fair value cannot be

determined companies should
typically account for the acquired con

tingencies under existing accounting guidance This new guidance is

effective for acquisitions consummated on or after January 2009 The

Corporation applied this new guidance to its January 2009 acquisition

of Merrill Lynch

On January 2009 the Corporation adopted new FASB guidance that

defines unvested share-based payment awards that contain non-

forfeitable rights to dividends as participating securities that should be

included in computing earnings per share EPS using the two-class

method Additionally all prior-period EPS data was adjusted retro

spectively The adoption did not have material impact on the Corpo

rations financial condition or results of operations

On January 2009 the Corporation adopted new FASB guidance that

requires expanded qualitative quantitative and credit-risk disclosures

about derivatives and hedging activities and their effects on the Corpo

rations financial position financial performance and cash flows The

adoption of this new guidance did not impact the Corporations financial

condition or results of operations The expanded disclosures are included

in Note Derivatives

On January 2009 the Corporation adopted new FASB guidance

requiring all entities to report noncontrolling interests in subsidiaries as

equity in the Consolidated Financial Statements and to account for trans

actions between an entity and noncontrolling owners as equity trans

actions if the parent retains its controlling financial interest in the

subsidiary This new guidance also requires expanded disclosure that

distinguishes between the interests of the controlling owners and the

interests of the noncontrolling owners of subsidiary Consolidated sub

sidiaries in which there are noncontrolling owners are insignificant to the

Corporation

For 2009 the Corporation adopted new accounting guidance that

requires disclosures on plan assets for defined pension and other post-

retirement plans including how investment decisions are made the

major categories of plan assets the inputs and valuation techniques

used to measure the fair value of plan assets the effect of Level

measurements on changes in plan assets and concentrations of risk

within plan assets The expanded disclosures are included in Note 17

Employee Benefit Plans

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand cash items in the proc

ess of collection and amounts due from correspondent banks and the

Federal Reserve Bank

Securities Financing Agreements
Securities borrowed or purchased under agreements to resell and secu

rities loaned or sold under agreements to repurchase securities financing

agreements are treated as collateralized financing transactions These

agreements are recorded at the amounts at which the securities were

acquired or sold plus accrued interest except for certain securities

financing agreements which the Corporation accounts for under the fair

value option Changes in the value of securities financing agreements

that are accounted for under the fair value option are recorded in other

income For more information on securities financing agreements which

the Corporation accounts for under the fair value option see Note 20

Fair Value Measurements The Corporations policy is to obtain pos

session of collateral with market value equal to or in excess of the prin

cipal amount loaned under resale agreements To ensure that the market

value of theunderlying collateral remains sufficient collateral is generally

valued daily and the Corporation may require counterparties to deposit

additional collateral or may return collateral pledged when appropriate

Substantially all securities financing agreements are transacted under

master repurchase agreements which give the Corporation in the event

of default the
right to liquidate securities held and to offset receivables

and payables with the same counterparty The Corporation offsets secu

rities financing agreements with the same counterparty on the Con

solidated Balance Sheet where it has such master agreement In

transactions where the Corporation acts as the lender in securities

lending agreement and receives securities that can be pledged or sold as

collateral it recognizes an asset on the Consolidated Balance Sheet at

fair value representing the securities received and liability for the

same amount representing the obligation to return those securities

Collateral

The Corporation accepts collateral that it is permitted by contract or cus

tom to sell or repledge At December 31 2009 the fair value of this col

lateral was $156.9 billion of which $126.4 billion was sold or repledged

At December 31 2008 the fair value of this collateral was $144.5 billion

of which $117.6 billion was sold or repledged The primary source of this

collateral is repurchase agreements The Corporation also pledges secu

rities and loans as collateral in transactions that include repurchase

agreements public and trust deposits U.S Department of the Treasury

U.S Treasury tax and loan notes and other short-term borrowings

This collateral can be sold or repledged by the counterparties to the

transactions

In addition the Corporation obtains collateral in connection with its

derivative contracts Required collateral levels vary depending on the

credit risk rating and the type of counterparty Generally the Corporation

accepts collateral in the form of cash U.S Treasury securities and other

marketable securities Based on provisions contained in legal netting

agreements the Corporation nets cash collateral against the applicable

derivative fair value The Corporation also pledges collateral on its own

derivative positions which can be applied against derivative liabilities

Trading Instruments

Financial instruments utilized in trading activities are carried at fair value

Fair value is generally based on quoted market prices or quoted market

prices for similar assets and liabilities If these market prices are not

available fair values are estimated based on dealer quotes pricing

models discounted cash flow methodologies or similar techniques

where the determination of fair value may require significant management

judgment or estimation Realized and unrealized gains and losses are

recognized in trading account profits losses
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Derivatives and Hedging Activities

Derivatives are held on behalf of customers for trading as economic

hedges or as qualifying accounting hedges with the determination made

when the Corporation enters into the derivative contract The designation

may change based upon managemehts reassessment or changing cir

cumstances Derivatives utilized by the Corporation include swaps finan

cial futures and forward settlement contracts and option contracts

swap agreement is contract between two parties to exchange cash

flows based on specified underlying notional amounts assets and/or

indices Financial futures and forward settlement contracts are agree

ments to buy or sell quantity of financial instrument index currency

or commodity at predetermined future date and rate or price An option

contract is an agreement that conveys to the purchaser the right but not

the obligation to buy or sell quantity of financial instrument including

another derivative financial instrument index currency or commodity at

predetermined rate or price during period or at date in the future

Option agreements can be transacted on organized exchanges or directly

between parties

All derivatives are recorded on the Consolidated Balance Sheet at fair

value taking into consideration the effects of
legally

enforceable master

netting agreements that allow the Corporation to settle positive and neg

ative positions and offset cash collateral held with the same counterparty

on net basis For exchange-traded contracts fair value is based on

quoted market prices For non-exchange traded contracts fair value is

based on dealer quotes pricing models discounted cash flow method

ologies or similar techniques for which the determination of fair value

may require significant management judgment or estimation

Valuations of derivative assets and liabilities reflect the value of the

instrument including counterparty credit risk These values also take into

account the Corporations own credit standing thus including in the valu

ation of the derivative instrument the value of the net credit differential

between the counterparties to the derivative contract

Trading Derivatives and Economic Hedges

Derivatives held for trading purposes are included in derivative assets or

derivative liabilities with changes in fair value included in trading account

profits losses

Derivatives used as economic hedges are also included in derivative

assets or derivative liabilities Changes in the fair value of derivatives that

serve as economic hedges of mortgage servicing rights MSR5 interest

rate lock commitments IRLC5 and first mortgage loans held-for-sale

LHFS that are originated by the Corporation are recorded in mortgage

banking income Changes in the fair value of derivatives that serve as

asset and liability management ALM economic hedges that do not qual

ify or were not designated as accounting hedges are recorded in other

income loss Credit derivatives used by the Corporation as economic

hedges do not qualify as accounting hedges despite being effective eco

nomic hedges and changes in the fair value of these derivatives are

included in other income loss

Derivatives Used For Hedge Accounting Purposes Accounting

Hedges

For accounting hedges the Corporation formally documents at inception

all relationships between hedging instruments and hedged items as well

as the risk management objectives and strategies for undertaking various

accounting hedges Additionally the Corporation uses dollar offset or

regression analysis at the inception of hedge and for each reporting

period thereafter to assess whether the derivative used in its hedging

transaction is expected to be and has been highly effective in offsetting

changes in the fair value or cash flows of hedged item The Corporation

discontinues hedge accounting when it is determined that derivative is

not expected to be or has ceased to be highly
effective as hedge and

then reflects changes in fair value of the derivative in earnings after

termination of the hedge relationship

The Corporation uses its accounting hedges as either fair value hedg

es cash flow hedges or hedges of net investments in foreign operations

The Corporation manages interest rate and foreign currency exchange

rate sensitivity predominantly through the use of derivatives Fair value

hedges are used to protect against changes in the fair value of the Corpo

rations assets and liabilities that are due to interest rate or foreign

exchange volatility
Cash flow hedges are used primarily to minimize the

variability
in cash flows of assets or liabilities or forecasted transactions

caused by interest rate or foreign exchange fluctuations For terminated

cash flow hedges the maximum length of time over which forecasted

transactions are hedged is 26 years with substantial portion of the

hedged transactions being less than 10 years For open or future cash

flow hedges the maximum length of time over which forecasted trans

actions are or will be hedged is less than seven years

Changes in the fair value of derivatives designated as fair value

hedges are recorded in earnings together and in the same income

statement line item with changes in the fair value of the related hedged

item Changes in the fair value of derivatives designated as cash flow

hedges are recorded in accumulated OCI and are reclassified into the line

item in the income statement in which the hedged item is recorded and in

the same period the hedged item affects earnings Hedge ineffectiveness

and gains and losses on the excluded component of derivative in

assessing hedge effectiveness are recorded in earnings in the same

income statement line item The Corporation records changes in the fair

value of derivatives used as hedges of the net investment in foreign

operations to the extent effective as component of accumulated OCI

If derivative instrument in fair value hedge is terminated or the

hedge designation removed the previous adjustments to the carrying

amount of the hedged asset or liability are subsequently accounted for in

the same manner as other components of the carrying amount of that

asset or liability For interest-earning assets and interest-bearing

liabilities such adjustments are amortized to earnings over the remaining

life of the respective asset or liability If derivative instrument in cash

flow hedge is terminated or the hedge designation is removed related

amounts in accumulated OCI are reclassified into earnings in the same

period or periods during which the hedged forecasted transaction affects

earnings If it is probable that forecasted transaction will not occur any

related amounts in accumulated OCI are reclassified into earnings in that

period

Interest Rate Lock Commitments

The Corporation enters into IRLC5 in connection with its mortgage bank

ing activities to fund residential mortgage loans at specified times in the

future IRLC5 that relate to the origination of mortgage loans that will be

held for sale are considered derivative instruments under applicable

accounting guidance As such these IRLC5 are recorded at fair value with

changes in fair value recorded in mortgage banking income

Effective January 2008 the Corporation adopted new accounting

guidance that requires that the expected net future cash flows related to

servicing of loan be included in the measurement of all written loan

commitments accounted for at fair value through earnings In estimating

the fair value of an IRLC the Corporation assigns probability to the loan

commitment based on an expectation that it will be exercised and the

loan will be funded The fair value of the commitments is derived from the

fair value of related mortgage loans which is based on observable market

data Changes to the fair value of IRLCs are recognized based on interest

rate changes changes in the probability that the commitment will be

exercised and the passage of time Changes from the expected future
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cash flows related to the customer relationship are excluded from the

valuation of IRLCs Prior to January 2008 the Corporation did not

record any unrealized gain or loss at the inception of loan commitment

which is the time the commitment is issued to the borrower as appli

cable accounting guidance at that time did not allow expected net future

cash flows related to servicing of loan to be included in the measure

ment of written loan commitments that are accounted for at fair value

through earnings

Outstanding IRLCs expose the Corporation to the risk that the price of

the loans underlying the commitments might decline from inception of the

rate lock to funding of the loan To protect against this risk the Corpo

ration utilizes forward loan sales commitments and other derivative

instruments including interest rate swaps and options to economically

hedge the risk of potential changes in the value of the loans that would

result from the commitments The changes in the fair value of these

derivatives are recorded in mortgage banking income

Securities

Debt securities are classified based on managements intention on the

date of purchase and recorded on the Consolidated Balance Sheet as

debt securities as of the trade date Debt securities which management

has the intent and ability to hold to maturity are classified as

held-to-maturity HIM and reported at amortized cost Debt securities

that are bought and held principally for the purpose of resale in the near

term are classified as trading and are carried at fair value with unrealized

gains and losses included in trading account profits losses Other debt

securities are classified as available-for-sale AFS and carried at fair

value with net unrealized gains and losses included in accumulated OCt

on an after-tax basis

The Corporation regularly evaluates each AFS and HIM debt security

whose value has declined below amortized cost to assess whether the

decline in fair value is other-than-temporary In determining whether an

impairment is other-than-temporary the Corporation considers the

severity and duration of the decline in fair value the length of time

expected for recovery the financial condition of the issuer and other

qualitative factors as well as whether the Corporation either plans to sell

the security or it is more-likely-than-not that it will be required to sell the

security before recovery of its amortized cost Beginning in 2009 under

new accounting guidance for impairments of debt securities that are

deemed to be other-than-temporary the credit component of an other-

than-temporary impairment loss is recognized in earnings and the

non-credit component is recognized in accumulated OCt in situations

where the Corporation does not intend to sell the security and it is more-

likely-than-not that the Corporation will not be required to sell the security

prior to recovery Prior to January 2009 unrealized losses both the

credit and non-credit components on AFS debt securities that were

deemed to be other-than-temporary were included in current period earn

ings If there is an other-than-temporary impairment in tbe fair value of

any individual security classified as HIM the Corporation writes down the

security to fair value with corresponding charge to other income

Interest on debt securities including amortization of premiums and

accretion of discounts is included in interest income Realized gains and

losses from the sales of debt securities which are included in gains

losses on sales of debt securities are determined using the specific

identification method

Marketable equity securities are classified based on managements

intention on the date of purchase and recorded on the Consolidated

Balance Sheet as of the trade date Marketable equity securities that are

bought and held principally for the purpose of resale in the near term are

classified as trading and are carried at fair value with unrealized gains

and losses included in trading account profits losses Other marketable

equity securities are accounted for as AFS and classified in other assets

All AFS marketable equity securities are carried at fair value with net

unrealized gains and losses included in accumulated OCI on an after-tax

basis If there is an other-than-temporary decline in the fair value of any

individual AFS marketable equity security the Corporation reclassifies the

associated net unrealized loss out of accumulated OCI with correspond

ing charge to equity investment income Dividend income on all AFS

marketable equity securities is included in equity investment income

Realized gains and losses on the sale of all AFS marketable equity secu

rities which are recorded in equity investment income are determined

using the specific identification method

Equity investments without readily determinable fair values are

recorded in other assets Impairment testing is based on applicable

accounting guidance and the cost basis is reduced when an impairment

is deemed to be other-than-temporary

Certain equity investments held by Global Principal Investments the

Corporations diversified equity investor in private equity real estate and

other alternative investments are subject to investment company

accounting under applicable accounting guidance and accordingly are

carried at fair value with changes in fair value reported in equity invest

ment income These investments are included in other assets Initially

the transaction price of the investment is generally considered to be the

best indicator of fair value Thereafter valuation of direct investments is

based on an assessment of each individual investment using method

ologies that include publicly traded comparables derived by multiplying

key performance metric e.g earnings before interest taxes deprecia

tion and amortization of the portfolio company by the relevant valuation

multiple observed for comparable companies acquisition comparables

entry level multiples and discounted cash flows and are subject to

appropriate discounts for lack of liquidity or marketability Certain factors

that may influence changes in fair value include but are not limited to

recapitalizations subsequent rounds of financing and offerings in the

equity or debt capital markets For fund investments the Corporation

generally records the fair value of its proportionate interest in the funds

capital as reported by the funds respective managers

Other investments held by Global Principal Investments are accounted

for under either the equity method or at cost depending on the Corpo

rations ownership interest and are reported in other assets

Loans and Leases

Loans measured at historical cost are reported at their outstanding princi

pal balances net of any unearned income charge-offs unamortized

deferred fees and costs on originated loans and for purchased loans net

of any premiums or discounts Loan origination fees and certain direct

origination costs are deferred and recognized as adjustments to income

over the lives of the related loans Unearned income discounts and

premiums are amortized to interest income using level yield method

ology The Corporation elects to account for certain loans under the fair

value option Fair values for these loans are based on market prices

where available or discounted cash flow analyses using market-based

credit spreads of comparable debt instruments or credit derivatives of the

specific borrower or comparable borrowers Results of discounted cash

flow analyses may be adjusted as appropriate to reflect other market

conditions or the perceived credit risk of the borrower

Purchased Impaired Loans

The Corporation purchases loans with and without evidence of credit qual

ity deterioration since origination Evidence of credit quality deterioration

as of the purchase date may include statistics such as past due status

refreshed borrower credit scores and refreshed loan-to-value LIV ratios

some of which are not immediately available as of the purchase date The
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Corporation continues to evaluate this information and other credit-related

information as it becomes available Interest income on purchased

non-impaired loans is recognized using level yield methodology based

on the contractually required payments receivable For purchased

impaired loans applicable accounting guidance addresses the accounting

for differences between contractual cash flows and expected cash flows

from the Corporations initial investment in loans if those differences are

attributable at least in part to credit quality The excess of the cash

flows expected to be collected measured as of the acquisition date over

the estimated fair value is referred to as the accretable yield
and is

recognized in interest income over the remaining life of the loan using

level yield methodology The difference between contractually required

payments as of acquisition date and the cash flows expected to be col

lected is referred to as the nonaccretable difference

The initial fair values for purchased impaired loans are determined by

discounting both principal and interest cash flows expected to be col

lected using an observable discount rate for similar instruments with

adjustments that management believes market participant would

consider in determining fair value The Corporation estimates the cash

flows expected to be collected upon acquisition using internal credit risk

interest rate and prepayment risk models that incorporate managements

best estimate of current key assumptions such as default rates loss

severity and payment speeds

Subsequent decreases to expected principal cash flows result in

charge to provision for credit losses and corresponding increase to

valuation allowance included in the allowance for loan and lease losses

Subsequent increases in expected principal cash flows result in recov

ery of any previously recorded allowance for loan and lease losses to the

extent applicable and reclassification from nonaccretable difference to

accretable yield for any remaining increase Changes in expected interest

cash flows may result in reclassifications to/from the nonaccretable

difference Loan disposals which may include sales of loans receipt of

payments in full from the borrower foreclosure or troubled debt restructur

ing TDR result in removal of the loan from the purchased impaired loan

pool at its allocated carrying amount

Leases

The Corporation provides equipment financing to its customers through

variety of lease arrangements Direct financing leases are carried at the

aggregate of lease payments receivable plus estimated residual value of

the leased property less unearned income Leveraged leases which are

form of financing leases are carried net of nonrecourse debt Unearned

income on leveraged and direct financing leases is accreted to interest

income over the lease terms using methods that approximate the interest

method

Allowance for Credit Losses

The allowance for credit losses which includes the allowance for loan

and lease losses and the reserve for unfunded lending commitments

represents managements estimate of probable losses inherent in the

Corporations lending activities The allowance for loan and lease losses

and the reserve for unfunded lending commitments exclude amounts for

loans and unfunded lending commitments accounted for under the fair

value option as the fair values of these instruments already reflect

credit component The allowance for loan and lease losses represents

the estimated probable credit losses in funded consumer and commercial

loans and leases while the reserve for unfunded lending commitments

including standby letters of credit SBLC5 and binding unfunded loan

commitments represents estimated probable credit losses on these

unfunded credit instruments based on utilization assumptions Credit

exposures deemed to be uncollectible excluding derivative assets trad

ing account assets and loans carried at fair value are charged against

these accounts Cash recovered on previously charged off amounts is

recorded as recovery to these accounts

The Corporation performs periodic and systematic detailed reviews of

its lending portfolios to
identify

credit risks and to assess the overall col

lectability of those portfolios The allowance on certain homogeneous

loan portfolios which generally consist of consumer loans e.g

consumer real estate and credit card loans and certain commercial loans

e.g business card and small business portfolios is based on

aggregated portfolio segment evaluations generally by product type Loss

forecast models are utilized for these portfolios which consider variety

of factors including but not limited to historical loss experience esti

mated defaults or foreclosures based on portfolio trends delinquencies

economic conditions and credit scores These models are updated on

quarterly basis to incorporate information reflecting the current economic

environment The loss forecasts also incorporate the estimated increased

volume and impact of consumer real estate loan modification programs

including losses associated with estimated re-default after modification

The remaining commercial portfolios are reviewed on an individual

loan basis Loans subject to individual reviews are analyzed and segre

gated by risk according to the Corporations internal risk rating scale

These risk classifications in conjunction with an analysis of historical

loss experience current economic conditions industry performance

trends geographic or obligor concentrations within each portfolio seg

ment and any other pertinent information including individual valuations

on nonperforming loans result in the estimation of the allowance for

credit losses The historical loss experience is updated quarterly to

incorporate the most recent data
reflecting

the current economic

environment

If necessary specific allowance is established for individual

impaired loans loan is considered impaired when based on current

information and events it is probable that the Corporation will be unable

to collect all amounts due including principal and interest according to

the contractual terms of the agreement and once loan has been identi

fied as individually impaired management measures impairment

Individually impaired loans are measured based on the present value of

payments expected to be received observable market prices or for loans

that are solely dependent on the collateral for repayment the estimated

fair value of the collateral less estimated costs to sell If the recorded

investment in impaired loans exceeds this amount specific allowance

is established as component of the allowance for loan and lease

losses

Purchased impaired loans are recorded at fair value and applicable

accounting guidance prohibits the carrying over or creation of valuation

allowances in the initial accounting for impaired loans acquired in trans

fer This applies to the purchase of an individual loan pool of loans and

portfolios of loans acquired in purchase business combination Sub

sequent to acquisition decreases in expected principal cash flows of

purchased impaired loans are recorded as valuation allowance included

in the allowance for loan and lease losses Subsequent increases in

expected principal cash flows result in recovery of any previously

recorded allowance for loan and lease losses to the extent applicable

Write-downs on purchased impaired loans in excess of the nonaccretable

difference are charged against the allowance for loan and lease losses

For more information on the purchased impaired portfolios associated

with acquisitions see Note Outstanding Loans and Leases

The allowance for loan and lease losses includes two components

that are allocated to cover the estimated probable losses in each loan

and lease category based on the results of the Corporations detailed

review process described above The first component covers those

commercial loans that are either nonperforming or impaired and
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consumer real estate loans that have been modified as TDRs These

loans are subject to impairment measurement at the loan level based on

the present value of expected future cash flows discounted at the loans

contractual effective interest rate Where the present value is less than

the recorded investment in the loan impairment is recognized through the

provision for credit losses with corresponding increase in the allowance

for loan and lease losses The second component covers consumer loans

and performing commercial loans and leases Included within this second

component of the allowance for loan and lease losses and determined

separately from the procedures outlined above are reserves which are

maintained to cover uncertainties that affect the Corporations estimate

of probable losses including domestic and global economic uncertainty

and large single name defaults Management evaluates the adequacy of

the allowance for loan and lease losses based on the combined total of

these two components

In addition to the allowance for loan and lease losses the Corporation

also estimates probable losses related to unfunded lending commit

ments such as letters of credit and financial guarantees and binding

unfunded loan commitments The reserve for unfunded lending commit

ments excludes commitments accounted for under the fair value option

Unfunded lending commitments are subject to individual reviews and are

analyzed and segregated by risk according to the Corporations internal

risk rating scale These risk classifications in conjunction with an analy

sis of historical loss experience utilization assumptions current

economic conditions performance trends within specific portfolio seg

ments and any other pertinent information result in the estimation of the

reserve for unfunded lending commitments

The allowance for credit losses related to the loan and lease
portfolio

is reported separately on the Consolidated Balance Sheet whereas the

reserve for unfunded lending commitments is reported on the Con

solidated Balance Sheet in accrued expenses and other liabilities Provi

sion for credit losses related to the loan and lease portfolio and unfunded

lending commitments is reported in the Consolidated Statement of

Income

Nonperforming Loans and Leases Charge-offs and

Delinquencies

Nonperforming loans and leases generally include loans and leases that

have been placed on nonaccrual status including nonaccruing loans

whose contractual terms have been restructured in manner that grants

concession to borrower experiencing financial difficulties Loans

accounted for under the fair value option purchased impaired loans and

LHFS are not reported as nonperforming loans and leases

In accordance with the Corporations policies non-bankrupt credit card

loans and unsecured consumer loans are charged off no later than the

end of the month in which the account becomes 180 days past due The

outstanding balance of real estate-secured loans that is in excess of the

estimated property value less cost to sell is charged off no later than

the end of the month in which the account becomes 180 days past due

unless repayment of the loan is guaranteed by the Federal Housing

Administration FHA Personal property-secured loans are charged off no

later than the end of the month in which the account becomes 120 days

past due Accounts in bankruptcy are charged off for credit card and cer

tain unsecured accounts 60 days after bankruptcy notification For

secured products accounts in bankruptcy are written down to the

collateral value less cost to sell by the end of the month in which the

account becomes 60 days past due Consumer credit card loans

consumer loans secured by personal property and unsecured consumer

loans are not placed on nonaccrual status prior to charge-off and there

fore are not reported as nonperforming loans Real estate-secured loans

are generally placed on nonaccrual status and classified as non-

performing at 90 days past due However consumer loans secured by

real estate where repayments are guaranteed by the FHA are not placed

on nonaccrual status and therefore are not reported as nonperforming

loans Interest accrued but not collected is reversed when consumer

loan is placed on nonaccrual status Interest collections on nonaccruing

consumer loans for which the ultimate collectability of principal is

uncertain are applied as principal reductions otherwise such collections

are credited to interest income when received These loans may be

restored to accrual status when all
principal

and interest is current and

full repayment of the remaining contractual principal and interest is

expected or when the loan otherwise becomes well-secured and is in the

process of collection Consumer loans whose contractual terms have

been modified in TDR and are current at the time of restructuring

remain on accrual status if there is demonstrated performance prior to

the restructuring and payment in full under the restructured terms is

expected Otherwise the loans are placed on nonaccrual status and

reported as nonperforming until there is sustained repayment perform

ance for reasonable period generally six months Consumer TDRs that

are on accrual status are reported as performing TDRs through the end of

the calendar year in which the restructuring occurred or the year in which

the loans are returned to accrual status In addition if accruing consumer

TDRs bear less than market rate of interest at the time of modification

they are reported as performing TDRs throughout the remaining lives of

the loans

Commercial loans and leases excluding business card loans that are

past due 90 days or more as to principal or interest or where reasonable

doubt exists as to timely collection including loans that are individually

identified as being impaired are generally placed on nonaccrual status

and classified as nonperforming unless well-secured and in the process

of collection Commercial loans and leases whose contractual terms have

been modified in TDR are placed on nonaccrual status and reported as

nonperforming until the loans have performed for an adequate period of

time under the restructured agreement Accruing commercial TDRs are

reported as performing TDRs through the end of the calendar year in

which the loans are returned to accrual status In addition if accruing

commercial TDRs bear less than market rate of interest at the time of

modification they are reported as performing TDRs throughout the

remaining lives of the loans Interest accrued but not collected is

reversed when commercial loan is placed on nonaccrual status Interest

collections on nonaccrping commercial loans and leases for which the

ultimate
collectability

of principal is uncertain are applied as principal

reductions otherwise such collections are credited to income when

received Commercial loans and leases may be restored to accrual status

when all principal and interest is current and full repayment of the remain

ing contractual
principal

and interest is expected or when the loan other

wise becomes well-secured and is in the process of collection Business

card loans are charged off no later than the end of the month in which the

account becomes 180 days past due or where 60 days have elapsed

since receipt of notification of bankruptcy filing whichever comes first

These loans are not placed on nonaccrual status prior to charge-off and

therefore are not reported as nonperforming loans

The entire balance of consumer and commercial loan is con

tractually delinquent if the minimum payment is not received by the speci

fied due date on the customers billing statement Interest and fees

continue to accrue on past due loans until the date the loan goes into

nonaccrual status if applicable

Purchased impaired loans are recorded at fair value at the acquisition

date Although the purchased impaired loans may be contractually delin

quent the Corporation does not classify these loans as nonperforming as

the loans were written down to fair value at the acquisition date and the

accretable
yield

is recognized in interest income over the remaining life of
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the loan In addition reported net charge-offs exclude write-downs on

purchased impaired loan pools as the fair value already considers the

estimated credit losses

Loans Held-for-Sale

Loans that are intended to be sold in the foreseeable future including

residential mortgages loan syndications and to lesser degree

commercial real estate consumer finance and other loans are reported

as LHFS and are carried at the lower of aggregate cost or market value

fair value The Corporation accounts for certain LHFS including first

mortgage LHFS under the fair value option Fair values for LHFS are

based on quoted market prices where available or are determined by

discounting estimated cash flows using interest rates approximating the

Corporations current origination rates for similar loans and adjusted to

reflect the inherent credit risk Mortgage loan origination costs related to

LHFS which the Corporation accounts for under the fair value option are

recognized in noninterest expense when incurred Mortgage loan origi

nation costs for LHFS carried at the lower of cost or market value fair

value are capitalized as part of the carrying amount of the loans and

recognized as reduction of mortgage banking income upon the sale of

such loans LHFS that are on nonaccrual status and are reported as

nonperforming are reported separately from nonperforming loans and

leases

Premises and Equipment

Premises and equipment are stated at cost less accumulated deprecia

tion and amortization Depreciation and amortization are recognized using

the straight-line
method over the estimated useful lives of the assets

Estimated lives range up to 40 years for buildings up to 12 years for

furniture and equipment and the shorter of lease term or estimated

useful life for leasehold improvements

Mortgage Servicing Rights

The Corporation accounts for consumer-related MSR5 at fair value with

changes in fair value recorded in mortgage banking income while

commercial-related and residential reverse mortgage MSR5 are accounted

for using the amortization method i.e lower of cost or market with

impairment recognized as reduction in mortgage banking income To

reduce the
volatility

of earnings to interest rate and market value fluctua

tions certain securities and derivatives such as options and interest rate

swaps may be used as economic hedges of the MSR5 but are not des

ignated as accounting hedges These economic hedges are carried at fair

value with changes in fair value recognized in mortgage banking income

The Corporation estimates the fair value of the consumer-related

MSR5 using valuation model that calculates the present value of esti

mated future net servicing income This is accomplished through an

option-adjusted spread OAS valuation approach that factors in prepay

ment risk This approach consists of projecting servicing cash flows under

multiple interest rate scenarios and discounting these cash flows using

risk-adjusted discount rates The key economic assumptions used in

valuations of MSRs include weighted-average lives of the MSR5 and the

OAS levels The OAS represents the spread that is added to the discount

rate so that the sum of the discounted cash flows equals the market

price therefore it is measure of the extra yield over the reference dis

count factor i.e the forward swap curve that the Corporation expects to

earn by holding the asset These variables can and generally do change

from quarter to quarter as market conditions and projected interest rates

change and could have an adverse impact on the value of the MSR5 and

could result in corresponding reduction in mortgage banking income

Goodwill and Intangible Assets

Goodwill is calculated as the purchase premium after adjusting for the fair

value of net assets acquired Goodwill is not amortized but is reviewed for

potential impairment on an annual basis or when events or circum

stances indicate potential impairment at the reporting unit level

reporting unit as defined under applicable accounting guidance is

business segment or one level below business segment Under appli

cable accounting guidance the goodwill impairment analysis is two-step

test The first step of the goodwill impairment test involves comparing the

fair value of each reporting unit with its carrying amount including good

will If the fair value of the reporting unit exceeds its carrying amount

goodwill of the reporting unit is considered not impaired however if the

carrying amount of the reporting unit exceeds its fair value the second

step must be performed to measure potential impairment

The second step involves calculating an implied fair value of goodwill

for each reporting unit for which the first step indicated possible impair

ment The implied fair value of goodwill is determined in the same man

ner as the amount of goodwill recognized in business combination

which is the excess of the fair value of the reporting unit as determined

in the first step over the aggregate fair values of the assets liabilities

and identifiable intangibles as if the reporting unit was being acquired in

business combination Measurement of the fair values of the assets

and liabilities of reporting unit is consistent with the requirements of

the fair value measurements accounting guidance which defines fair

value as the price that would be received to sell an asset or paid to trans

fer liability in an orderly transaction between market participants at the

measurement date The adjustments to measure the assets liabilities

and intangibles at fair value are for the purpose of measuring the implied

fair value of goodwill and such adjustments are not reflected in the Con

solidated Balance Sheet If the implied fair value of goodwill exceeds the

goodwill assigned to the reporting unit there is no impairment If the

goodwill assigned to reporting unit exceeds the implied fair value of

goodwill an impairment charge is recorded for the excess An impairment

loss recognized cannot exceed the amount of goodwill assigned to

reporting unit An impairment loss establishes new basis in the goodwill

and subsequent reversals of goodwill impairment losses are not permit

ted under applicable accounting guidance In 2009 2008 and 2007

goodwill was tested for impairment and it was determined that goodwill

was not impaired at any of these dates

For intangible assets subject to amortization an impairment loss is

recognized if the carrying amount of the intangible asset is not recover

able and exceeds fair value The carrying amount of the intangible asset

is considered not recoverable if it exceeds the sum of the undiscounted

cash flows expected to result from the use of the asset

Special Purpose Financing Entities

In the ordinary course of business the Corporation supports its custom

ers financing needs by facilitating
customers access to different funding

sources assets and risks In addition the Corporation utilizes certain

financing arrangements to meet its balance sheet management funding

liquidity and market or credit risk management needs These financing

entities may be in the form of corporations partnerships limited liability

companies or trusts and are generally not consolidated on the Corpo

rations Consolidated Balance Sheet The majority of these activities are

basic term or revolving securitization vehicles for mortgages credit cards

or other types of loans which are generally funded through term-amortizing

debt structures Other SPEs finance their activities by issuing short-term

commercial paper The securities issued by these vehicles are designed

to be repaid from the underlying cash flows of the vehicles assets or the

reissuance of commercial paper
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Securitizations

The Corporation securitizes sells and services interests in residential

mortgage loans and credit card loans and from time to time automobile

other consumer and commercial loans The securitization vehicles are

typically QSPE5 which in accordance with applicable accounting guid

ance are legally isolated bankruptcy remote and beyond the control of

the seller and are not consolidated in the Corporations Consolidated

Financial Statements When the Corporation securitizes assets it may

retain portion of the securities subordinated tranches interest-only

strips subordinated interests in accrued interest and fees on the securi

tized receivables and in some cases overcoHateralization and cash

reserve accounts all of which are generally considered retained interests

in the securitized assets The Corporation may also retain senior tranches

in these securitizations Gains and losses upon sale of assets to

securitization vehicle are based on an allocation of the previous carrying

amount of the assets to the retained interests Carrying amounts of

assets transferred are allocated in proportion to the relative fair values of

the assets sold and interests retained

Quoted market prices are primarily used to obtain fair values of senior

retained interests Generally quoted market prices for retained residual

interests are not available therefore the Corporation estimates fair val

ues based upon the present value of the associated expected future cash

flows This may require management to estimate credit losses prepay

ment speeds forward interest yield curves discount rates and other fac

tors that impact the value of retained interests

Interest-only strips retained in connection with credit card securitiza

tions are classified in other assets and carried at fair value with changes

in fair value recorded in card income Other retained interests are

recorded in other assets AFS debt securities or trading account assets

and generally are carried at fair value with changes recorded in income or

accumulated OCI or are recorded as HTM debt securities and carried at

amortized cost If the fair value of such retained interests has declined

below carrying amount and there has been an adverse change in esti

mated contractual cash flows of the underlying assets then such decline

is determined to be other-than-temporary and the retained interest is writ

ten down to fair value with corresponding charge to other income

Other Special Purpose Financing Entities

Other special purpose financing entities e.g Corporation-sponsored

multi-seller conduits collateralized debt obligation vehicles and asset

acquisition conduits are generally funded with short-term commercial

paper or long-term debt These financing entities are usually contractually

limited to narrow range of activities that facilitate the transfer of or

access to various types of assets or financial instruments and provide

the investors in the transaction with protection from creditors of the

Corporation in the event of bankruptcy or receivership of the Corporation

In certain situations the Corporation provides liquidity commitments and/

or loss protection agreements

The Corporation determines whether these entities should be con

solidated by evaluating the degree to which it maintains control over the

financing entity and will receive the risks and rewards of the assets in the

financing entity In making this determination the Corporation considers

whether the entity is QSPE which is generally not required to be con

solidated by the seller or investors in the entity For non-QSPE structures

or VIEs the Corporation assesses whether it is the primary beneficiary of

the entity In accordance with applicable accounting guidance the entity

that will absorb majority of expected variability the sum of the absolute

values of the expected losses and expected residual returns con

solidates the VIE and is referred to as the primary beneficiary As certain

events occur the Corporation reevaluates which parties will absorb varia

bility and whether the Corporation has become or is no longer the primary

beneficiary Reconsideration events may occur when VIEs acquire addi

tional assets issue new variable interests or enter into new or modified

contractual arrangements reconsideration event may also occur when

the Corporation acquires new or additional interests in VIE

Fair Value

The Corporation measures the fair values of its financial instruments in

accordance with accounting guidance that requires an entity to base fair

value on exit price and maximize the use of observable inputs and mini

mize the use of unobservable inputs to determine the exit price The

Corporation categorizes its financial instruments based on the priority of

inputs to the valuation technique into three-level hierarchy as

described below Trading account assets and liabilities derivative assets

and liabilities AFS debt and marketable equity securities MSRs and

certain other assets are carried at fair value in accordance with applicable

accounting guidance The Corporation has also elected to account for

certain assets and liabilities under the fair value option including certain

corporate loans and loan commitments LHFS commercial paper and

other short-term borrowings securities financing agreements asset-

backed secured financings long-term deposits and long-term debt The

following describes the three-level hierarchy

Level Unadjusted quoted prices in active markets for identical assets

or liabilities Level assets and liabilities include debt and

equity securities and derivative contracts that are traded in an

active exchange market as well as certain U.S Treasury secu

rities that are highly liquid and are actively traded in

over-the-counter markets

Level Observable inputs other than Level prices such as quoted

prices for similar assets or liabilities quoted prices in markets

that are not active or other inputs that are observable or can

be corroborated by observable market data for substantially the

full term of the assets or liabilities Level assets and

liabilities include debt securities with quoted prices that are

traded less frequently than exchange-traded instruments and

derivative contracts where value is determined using pricing

model with inputs that are observable in the market or can be

derived
principally

from or corroborated by observable market

data This category generally includes U.S government and

agency mortgage-backed debt securities corporate debt secu

rities derivative contracts residential mortgage loans and

certain LHFS

Level Unobservable inputs that are supported by little or no market

activity
and that are significant to the overall fair value of the

assets or liabilities Level assets and liabilities include finan

cial instruments for which the determination of fair value

requires significant management judgment or estimation The

fair value for such assets and liabilities is generally determined

using pricing models discounted cash flow methodologies or

similar techniques that incorporate the assumptions market

participant would use in pricing the asset or liability This cat

egory generally includes certain private equity investments and

other principal investments retained residual interests in

securitizations residential MSRs asset-backed securities

ABS highly structured complex or long-dated derivative con

tracts certain LHFS IRLCs and certain collateralized debt obli

gations CDO5 where independent pricing information cannot

be obtained for significant portion of the underlying assets
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Income Taxes required to sell only the credit component of an unrealized loss is

There are two components of income tax expense current and deferred

Current income tax expense approximates taxes to be paid or refunded

for the current period Deferred income tax expense results from changes

in deferred tax assets and liabilities between periods These gross

deferred tax assets and liabilities represent decreases or increases in

taxes expected to be paid in the future because of future reversals of

temporary differences in the bases of assets and liabilities as measured

by tax laws and their bases as reported in the financial statements

Deferred tax assets are also recognized for tax attributes such as net

operating loss carryforwards and tax credit carryforwards Valuation allow

ances are recorded to reduce deferred tax assets to the amounts

management concludes are more-likely-than-not to be realized

Income tax benefits are recognized and measured based upon

two-step model tax position must be more-likely-than-not to be sus

tained based solely on its technical merits in order to be recognized and

the benefit is measured as the largest dollar amount of that position

that is more-likely-than-not to be sustained upon settlement The differ

ence between the benefit recognized and the tax benefit claimed on tax

return is referred to as an unrecognized tax benefit UTB The Corporation

records income tax-related interest and penalties if applicable within

income tax expense

Retirement Benefits

The Corporation has established retirement plans covering substantially

all full-time and certain part-time employees Pension expense under

these plans is charged to current operations and consists of several

components of net pension cost based on various actuarial assumptions

regarding future experience under the plans

In addition the Corporation has established unfunded supplemental

benefit plans and supplemental executive retirement plans SERPs for

selected officers of the Corporation and its subsidiaries that provide

benefits that cannot be paid from qualified retirement plan due to

Internal Revenue Code restrictions The SERPs have been frozen and the

executive officers do not accrue any additional benefits These plans are

nonqualified under the Internal Revenue Code and assets used to fund

benefit payments are not segregated from other assets of the Corpo

ration therefore in general participants or beneficiarys claim to bene

fits under these plans is as general creditor In addition the

Corporation has established several postretirement healthcare and life

insurance benefit plans

Accumulated Other Comprehensive Income

The Corporation records unrealized gains and losses on AFS debt and

marketable equity securities gains and losses on cash flow accounting

hedges unrecognized actuarial gains and losses transition obligation

and prior service costs on pension and postretirement plans foreign

currency translation adjustments and related hedges of net investments

in foreign operations in accumulated OCI net-of-tax Unrealized gains and

losses on AFS debt and marketable equity securities are reclassified to

earnings as the gains or losses are realized upon sale of the securities

Unrealized losses on AFS securities deemed to represent other-than-

temporary impairment are reclassified to earnings at the time of the

charge Beginning in 2009 for AFS debt securities that the Corporation

does not intend to sell or it is more-likely-than-not that it will not be

reclassified to earnings Gains or losses on derivatives accounted for as

cash flow hedges are reclassified to earnings when the hedged trans

action affects earnings Translation gains or losses on foreign currency

translation adjustments are reclassified to earnings upon the substantial

sale or liquidation of investments in foreign operations

Earnings Per Common Share

EPS is computed by dividing net income allocated to common share

holders by the weighted average common shares outstanding Net

income allocated to common shareholders represents net income appli

cable to common shareholders net income adjusted for preferred stock

dividends including dividends declared accretion of discounts on pre

ferred stock including accelerated accretion when preferred stock is

repaid early and cumulative dividends related to the current dividend

period that have not been declared as of period end less income allo

cated to participating securities see discussion below Diluted earnings

per common share is computed by dividing income allocated to common

shareholders by the weighted average common shares outstanding plus

amounts representing the dilutive effect of stock options outstanding

restricted stock restricted stock units outstanding warrants and the

dilution resulting from the conversion of convertible preferred stock if

applicable

On January 2009 the Corporation adopted new accounting guid

ance on earnings per share that defines unvested share-based payment

awards that contain nonforfeitable rights to dividends as participating

securities that are included in computing EPS using the two-class meth

od The two-class method is an earnings allocation formula under which

EPS is calculated for common stock and participating securities according

to dividends declared and participating rights
in undistributed earnings

Under this method all earnings distributed and undistributed are allo

cated to participating securities and common shares based on their

respective rights to receive dividends

In an exchange of non-convertible preferred stock income allocated to

common shareholders is adjusted for the difference between the carrying

value of the preferred stock and the fair value of the common stock

exchanged In an induced conversion of convertible preferred stock

income allocated to common shareholders is reduced by the excess of

the fair value of the common stock exchanged over the fair value of the

common stock that would have been issued under the original conversion

terms

Foreign Currency Translation

Assets liabilities and operations of foreign branches and subsidiaries are

recorded based on the functional currency of each entity For certain of

the foreign operations the functional currency is the local currency in

which case the assets liabilities and operations are translated for con

solidation purposes from the local currency to the US dollar reporting

currency at period-end rates for assets and liabilities and generally at

average rates for operations The resulting unrealized gains or losses as

well as gains and losses from certain hedges are reported as compo

nent of accumulated OCI on an after-tax basis When the foreign entitys

functional currency is determined to be the U.S dollar the resulting

remeasurement currency gains or losses on foreign currency-denominated

assets or liabilities are included in earnings
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Credit Card and Deposit Arrangements

Endorsing Organization Agreements

The Corporation contracts with other organizations to obtain their

endorsement of the Corporations loan and deposit products This

endorsement may provide to the Corporation exclusive rights to market to

the organizations members or to customers on behalf of the Corporation

These organizations endorse the Corporations loan and deposit products

and provide the Corporation with their mailing lists and marketing activ

ities These agreements generally have terms that range from two to five

years The Corporation typically pays royalties in exchange for their

endorsement Compensation costs related to the credit card agreements

are recorded as contra-revenue in card income

Cardholder Reward Agreements

The Corporation offers reward programs that allow its cardholders to earn

points that can be redeemed for broad range of rewards including cash

travel and discounted products The Corporation establishes rewards

liability based upon the points earned that are expected to be redeemed

and the average cost per point redeemed The points to be redeemed are

estimated based on past redemption behavior card product type account

transaction activity and other historical card performance The
liability

is

reduced as the points are redeemed The estimated cost of the rewards

programs is recorded as contra-revenue in card income

Insurance Income Insurance Expense

Property and casualty and credit life and disability premiums are recog

nized over the term of the policies on pro-rata basis for all policies

except for certain of the lender-placed auto insurance and the guaranteed

auto protection GAP policies For GAP insurance revenue recognition is

correlated to the exposure and accelerated over the life of the contract

For lender-placed auto insurance premiums are recognized when collec

tions become probable due to high cancellation rates experienced early in

the life of the policy Mortgage reinsurance premiums are recognized as

earned Insurance expense includes insurance claims and commissions

both of which are recorded in other general operating expense

NOTE Merger and Restructuring Activity

Merrill Lynch

On January 2009 the Corporation acquired Merrill Lynch through its

merger with subsidiary of the Corporation in exchange for common and

preferred stock with value of $29.1 billion creating financial services

franchise with significantly enhanced wealth management investment

banking and international capabilities Under the terms of the merger

agreement Merrill Lynch common shareholders received 0.8595 of

share of Bank of America Corporation common stock in exchange for

each share of Merrill Lynch common stock In addition Merrill Lynch

non-convertible preferred shareholders received Bank of America Corpo

ration preferred stock having substantially identical terms Merrill Lynch

convertible preferred stock remains outstanding and is convertible into

Bank of America common stock at an equivalent exchange ratio With the

acquisition the Corporation has one of the largest wealth management

businesses in the world with approximately 15000 financial advisors and

more than $2.1 trillion in client assets Global investment management

capabilities include an economic ownership interest of approximately 34

percent in BlackRock Inc BlackRock publicly traded investment

management company In addition the acquisition adds strengths in debt

and equity underwriting sales and trading and merger and acquisition

advice creating significant opportunities to deepen relationships with

corporate and institutional clients around the globe Merrill Lynchs

results of operations were included in the Corporations results beginning

January 2009

The purchase price was allocated to the acquired assets and

liabilities based on their estimated fair values at the Merrill Lynch acquis

ition date as summarized in the following table Goodwill of $5.1 billion

was calculated as the purchase premium after adjusting for the fair value

of net assets acquired and represents the value expected from the syner

gies created from combining the Merrill Lynch wealth management and

corporate and investment banking businesses with the Corporations

capabilities in consumer and commercial banking as well as the econo

mies of scale expected from combining the operations of the two compa

nies No goodwill is expected to be deductible for federal income tax

purposes The goodwill was allocated principally to the Global Wealth

Investment Management GWIM and Global Markets business segments

Merrill Lynch Purchase Price Allocation

Dollars in billions except per share amounts

Purchase price

Merrill Lynch common shares exchanged in millions 1600
Exchange ratio 0.8595

The Corporations common shares issued in millions 1375
Purchase price per

share of the Corporations common stock 11 14.08

Total value of the Corporations common stock and cash exchanged for fractional shares 19.4

Merrill Lynch preferred stock 8.6

Fair value of outstanding employee stock awards 1.1

Total purchase price 29.1

Allocation of the purchase price

Merrill Lynch stockholders
equity 19.9

Merrill Lynch goodwill and intangible assets 2.6
Pre-tax adjustments to reflect acquired assets and liabilities at fair value

Derivatives and securities 1.9
Loans 6.1
Intangible assets 12 5.4

Other
assets/liabilities 0.8

Long-term debt 16.0

Pre-tax total adjustments 12.6

Deferred income taxes

After-tax total adjustments 6.7

Fair value of net assets acquired 24.0

Goodwill resulting from the Merrill Lynch acquisition 5.1

lxi The value of the shares of common stock exchanged with Merrill Lynch shareholders was based upon the closing price of the corporations common stock at December 31 2008 the last trading day prior to the date

of acqoisition

l1 consists of trade name of $1.5 billion and castomer relationship and core deposit intangibles of $3.9 billioo The amortization life is 10 years for the customer relationship and core deposit iotangibles which are

primarily amortized on straight-line basis
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Condensed Statement of Net Assets Acquired

The following condensed statement of net assets acquired reflects the

values assigned to Merrill Lynchs net assets as of the acquisition date

Dollars in billions January 2009

Assets

Federal funds sold and securities borrowed or purchased

under agreements to resell $138.8

Trading account assets 87.9

Derivative assets 96.4

Investment securities 70.5

Loans and leases 55.9

Intangible
assets 5.4

Other assets 195.3

Total assets $650.2

Liabilities

Deposits 98.1

Federal funds purchased and securities loaned or sold

under agreements to repurchase 111.6

Trading account liabilities 18.1

Derivative liabilities 72.0

Commercial paper and other short-term borrowings 37.9

Accrued expenses and other liabilities 99.6

Long-term debt 188.9

Total liabilities 626.2

Fair value of net assets acquired 24.0

Contingencies

The fair value of net assets acquired includes certain contingent liabilities

that were recorded as of the acquisition date Merrill Lynch has been

named as defendant in various pending legal actions and proceedings

arising in connection with its activities as global diversified financial

services institution Some of these legal actions and proceedings include

claims for substantial compensatory and/or punitive damages or claims

for indeterminate amounts of damages Merrill Lynch is also involved in

investigations and/or proceedings by governmental and self-regulatory

agencies Due to the number of variables and assumptions involved in

assessing the possible outcome of these legal actions sufficient

information did not exist to reasonably estimate the fair value of these

contingent liabilities As such these contingences have been measured

in accordance with accounting guidance on contingencies which states

that loss is recognized when it is probable of occurring and the loss

amount can be reasonably estimated For further information see Note

14 Commitments and Contingencies

In connection with the Merrill Lynch acquisition on January 2009

the Corporation recorded certain guarantees primarily standby liquidity

facilities and letters of credit with fair value of approximately $1 billion

At the time of acquisition the maximum amount that could be drawn from

these guarantees was approximately $20 billion

Countrywide

On July 2008 the Corporation acquired Countrywide through its merger

with subsidiary of the Corporation Under the terms of the merger

agreement Countrywide shareholders received 0.1822 of share of

Bank of America Corporation common stock in exchange for each share

of Countrywide common stock The acquisition of Countrywide sig

nificantly expanded the Corporations mortgage originating and servicing

capabilities making it leading mortgage originator and servicer As pro

vided by the merger agreement 583 million shares of Countrywide

common stock were exchanged for 107 million shares of the Corpo

rations common stock Countrywides results of operations were included

in the Corporations results beginning July 2008

The Countrywide purchase price was allocated to the assets acquired

and liabilities assumed based on their fair values at the Countrywide

acquisition date as summarized in the following table No goodwill is

deductible for federal income tax purposes All the goodwill was allocated

to the Home Loans Insurance business segment

Countrywide Purchase Price Allocation

Dollars in billions

Purchase price1 4.2

Allocation of the purchase price

Countrywide stockholders equity
8.4

Pre-tax adjustments to reflect assets acquired and liabilities assumed

at fair value

Loans 9.8

Investments in other financial instruments 0.3

Mortgage servicing rights 1.5

Other assets 0.8

Deposits 0.2

Notes payable and other liabilities 0.9

Pre-tax total adjustments 13.5

Deferred income taxes 4.9

After.tax total adjustments 8.6

Fair value of net assets acquired 0.2

Goodwill resulting from the Countrywide acquisition 4.4

Ill The Value of the ohareo of common stock exchanged with Couotmvide shareholders was based upon the

average
of the closing prices of the corporations common stock for the period commencing two trading

days before and ending two trading days after January 11 2008 the date of the Countrmide merger

agreement

121 Represents the remaining Countrywide shareholders equity as of the ucquisihon date after the

cancellation of the $2.0 billion of Series caneertible preferred shares owned by the Corporation

The Corporation acquired certain loans for which there was at the

time of the merger evidence of deterioration of credit quality since origi

nation and for which it was probable that all contractually required pay

ments would not be collected For more information see the Countrywide

purchased impaired loan discussion in Note Outstanding Loans and

Leases

Other Acquisitions

On October 2007 the Corporation acquired all the outstanding shares

of LaSalle for $21.0 billion in cash LaSalles results of operations were

included in the Corporations results beginning October 2007

On July 2007 the Corporation acquired all the outstanding shares

of U.S Trust Corporation for $3.3 billion in cash U.S Trust Corporations

results of operations were included in the Corporations results beginning

July
2007

Unaudited Pro Forma Condensed Combined Financial

Information

If the Merrill Lynch and Countrywide acquisitions had been completed on

January 2008 total revenue net of interest expense would have been

$66.8 billion net loss from continuing operations would have been $26.0

billion and basic and diluted loss per common share would have been

$5.37 for 2008. These results include the impact of amortizing certain

purchase accounting adjustments such as intangible assets as well as

fair value adjustments to loans securities and debt The pro forma finan

cial information does not include the impact of possible business model

changes nor does it consider any potential impacts of current market

conditions or revenues expense efficiencies asset dispositions share

repurchases or other factors For 2009 Merrill Lynch contributed $23.3

billion in revenue net of interest expense and $4.7 billion in net income

These amounts exclude the impact of intercompany transfers of busi

nesses and are before the consideration of certain merger-related costs

revenue opportunities and certain consolidating tax benefits that were

recognized in legacy Bank of America legal entities
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Merger and Restructuring Charges

Merger and restructuring charges are recorded in the Consolidated State

ment of Income and include incremental costs to integrate the operations

of the Corporation and its recent acquisitions These charges represent

costs associated with these one-time activities and do not represent

ongoing costs of the
fully integrated combined organization On January

2009 the Corporation adopted new accounting guidance on pro

spective basis that requires that acquisition-related transaction and

restructuring costs be charged to expense as incurred Previously these

expenses were recorded as an adjustment to goodwill

The following table presents severance and employee-related charges

systems integrations and related charges and other merger-related

charges

Dollars in mitions 2009 2008 2007

Severance and employee-related charges $1351 $138 $106

Systems integrations and related charges 1155 640 240

Other 215 157 64

Total merger and restructuring charges $2721 $935 $410

Included for 2009 are merger-related charges of $1.8 billion related to

the Merrill Lynch acquisition $843 million related to the Countrywide

acquisition and $97 million related to the LaSalle acquisition Included

for 2008 are merger-related charges of $623 million related to the

LaSalle acquisition $205 million related to the Countrywide acquisition

and $107 million related to the U.S Trust Corporation acquisition

Included for 2007 are merger-related charges of $233 million related to

the 2006 MBNA Corporation MBNA acquisition $109 million related to

the U.S Trust Corporation acquisition and $68 million related to the

LaSalle acquisition

During 2009 the $1.8 billion merger-related charges for the Merrill

Lynch acquisition included $1.2 billion for severance and other employee-

related costs $480 million of system integration costs and $129 million

in other merger-related costs

Merger-related Exit Cost and Restructuring Reserves

The following table presents the changes in exit cost and restructuring

reserves for 2009 and 2008 Exit cost reserves were established in

purchase accounting resulting in an increase in goodwill Restructuring

reserves are established by charge to merger and restructuring charges

NOTE Trading Account Assets and Liabilities

Exit costs were not recorded in purchase accounting for the Merrill Lynch

acquisition in accordance with amendments to the accounting guidance

for business combinations which were effective January 2009

Exit Cost Restructuring

Reserves Reserves

Dollars in millions 2009 2008 2009 2008

Balance January 523 377 86 108

Exit costs and
restructuring charges

Merrill Lynch n/a n/a 949 n/a

Countrywide 588 191 71

LaSalle 24 31 25

U.S Trust Corporation 40

MBNA

Cash payments 387 464 816 155

Balance December31 112 523 403 86

n/a not applicable

At December 31 2008 there were $523 million of exit cost reserves

related
principally to the Countrywide acquisition including $347 million

for severance relocation and other employee-related costs and $176

million for contract terminations During 2009 $24 million of exit cost

reserve adjustments were recorded for the LaSalle acquisition primarily

due to lower than expected contract terminations Cash payments of

$387 million during 2009 consisted of $271 million in severance

relocation and other employee-related costs and $116 million in contract

terminations At December 31 2009 exit cost reserves of $112 million

related principally to Countrywide

At December 31 2008 there were $86 million of restructuring

reserves related to the Countrywide LaSalle and U.S Trust Corporation

acquisitions related to severance and other employee-related costs Dur

ing 2009 $1.1 billion was added to the restructuring reserves related to

severance and other employee-related costs primarily associated with the

Merrill Lynch acquisition Cash payments of $816 million during 2009

were all related to severance and other employee-related costs As of

December 31 2009 restructuring reserves of $403 million included

$328 million for Merrill Lynch and $74 million for Countrywide

Payments under exit cost and restructuring reserves assocated with

the U.S Trust Corporation acquisition were completed in 2009 while

payments associated with the LaSalle Countrywide and Merrill Lynch

acquisitions will continue into 2010

The following table presents the components of trading account assets and liabilities at December 31 2009 and 2008

December31

Dotars in
millions 2009 2008

Trading account assets

U.S government and agency securities 11
44585 60038

Corporate securities trading loans and other 57009 34056
Equity securities 33562 20258
Foreign sovereign debt 28143 13614
Mortgage trading loans and asset-backed securities 18907 6349

Total trading account assets $182206 $134315

Trading account liabilities

U.S government and agency securities 26519 27286
Equity securities

18407 12128
Foreign sovereign debt 12897 7252
Corporate securities and other 7609 5057

Total trading account liabilities 65432 51723

Ii Includes $23.5 billion and $52.6 bOlos at December 31 2009 and 2008 of gooernmentsponsored enterprise GSE obligations
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NOTE Derivatives

Derivative Balances

Derivatives are held for trading as economic hedges or as qualifying

accounting hedges The Corporation enters into derivatives to facilitate

client transactions for proprietary trading purposes and to manage risk

exposures The following table identifies derivative instruments included

on the Corporations Consolidated Balance Sheet in derivative assets and

liabilities at December 31 2009 and 2008 Balances are provided on

gross basis prior to the application of the impact of counterparty and

collateral netting Total derivative assets and liabilities are adjusted on an

aggregate basis to take into consideration the effects of legally enforce

able master netting agreements and have been reduced by the cash col

lateral applied

Dollars in billions

December 31 2009

Gross Derivative Assets Gross Derivative Liabilities

Trading Trading

Derivatives Derivatives

and Qualifying
and Qualifying

Contract/ Economic Accounting Economic Accounting

Notional Hedges Hedges 12 Total Hedges Hedges Total

Interest rate contracts

Swaps $45261.5 $1121.3 5.6 1126.9 $1105.0 $0.8 $1105.8

Futures and forwards 11842.1 7.1 7.1 6.1 6.1

Written options 2865.5 84.1 84.1

Purchased options 2626.7 84.1 84.1

Foreign exchange contracts

Swaps 661.9 23.7 4.6 28.3 27.3 0.5 27.8

Spot futures and forwards 1750.8 24.6 0.3 24.9 25.6 0.1 25.7

Written options 383.6 13.0 13.0

Purchased options 355.3 12.7 12.7

Equity
contracts

Swaps 58.5 2.0 2.0 2.0 2.0

Futures and forwards 79.0 3.0 3.0 2.2 2.2

Written options 283.4 25.1 0.4 25.5

Purchased options 273.7 27.3 27.3

Commodity contracts

Swaps 65.3 6.9 0.1 7.0 6.8 6.8

Futures and forwards 387.8 10.4 10.4 9.6 9.6

Written options 54.9 7.9 7.9

Purchased options 50.9 7.6 7.6

Credit derivatives

Purchased credit derivatives

Credit default swaps 2800.5 105.5 105.5 45.2 45.2

Total return swaps/other 21.7 1.5 1.5 0.4 0.4

Written credit derivatives

Credit default swaps 2788.8 44.1 44.1 98.4 98.4

Total return swaps/other 33.1 1.8 1.8 1.1 1.1

Gross derivative assets/

liabilities $1483.6 $10.6 1494.2 $1459.8 $1.8 1461.6

Less Legally enforceable waster

netting agreements 1355.1 1355.1

Less Cash collateral applied 58.4 62.8

Total derivative assets/

liabilities 80.7 43.7

Ill Represents the total contract/notional owoont of the derivatives nototanding and inclodvs both written and porchased credit derivatives

21 Enclodes $4.4 billion of long-terw dvbt designated as hedge of foreign corrency
risk
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December 31 2008

Dollars in billions

Interest rate contracts

Swaps

Futures and forwards

Written options

Purchased options

Foreign exchange contracts

Swaps

Spot futures and forwards

Written options

Purchased options

Equity contracts

Swaps

Futures and forwards

Written options

Purchased options

Commodity contracts

Swaps

Futures and forwards

Written options

Purchased options

Credit derivatives

Purchased credit derivatives

Credit default swaps

Total return swaps

Written credit derivatives

Credit default swaps

Total return swaps

Gross derivative assets/

liabilities

Less Legally enforceable master

netting agreements

Less Cash collateral applied

Total derivative assets/

liabilities

Trading

Derivatives

and

Contract/ Economic

Notional Hedges

$26577.4

4432.1

1731.1

1656.6

438.9

1376.5

199.8

175.7

34.7

14.1

214.1

217.5

2.1

9.6

17.6

15.6

1025.9

6.6

Qualifying

Accounting

Hedges

$2.2

Trading

Derivatives

and

Economic

Hedges

$1186.0

7.9

62.7

3.8

3.7

2.4

1.2

Qualifying

Accounting

Hedges Total

$1186.0

7.9

62.7

1.3 21.8

51.3

7.5

$1.4 1499.4

1438.4

30.3

30.7

ALM and Risk Management Derivatives

The Corporations ALM and risk management activities include the use of

derivatives to mitigate risk to the Corporation including both derivatives

that are designated as hedging instruments and economic hedges Inter

est rate commodity credit and foreign exchange contracts are utilized in

the Corporations ALM and risk management activities

The Corporation maintains an overall interest rate risk management strat

egy that incorporates the use of interest rate contracts to minimize sig

nificant fluctuations in earnings that are caused by interest rate volatility

The Corporations goal is to manage interest rate
sensitivity so that move

ments in interest rates do not significantly adversely affect earnings As

result of interest rate fluctuations hedged fixed-rate assets and liabilities

appreciate or depreciate in fair value Gains or losses on the derivative

instruments that are linked to the hedged fixed-rate assets and liabilities are

expected to substantially offset this unrealized appreciation or depreciation

Interest rate contracts which are generally non-leveraged generic

interest rate and basis swaps options futures and forwards are used by

the Corporation in the management of its interest rate risk position

Non-leveraged generic interest rate swaps involve the exchange of fixed-

rate and variable-rate interest payments based on the contractual under

lying notional amount Basis swaps involve the exchange of interest

payments based on the contractual underlying notional amounts where

both the pay rate and the receive rate are floating rates based on differ-

ent indices Option products primarily consist of caps floors and swap
tions Futures contracts used for the Corporations ALM activities are

primarily index futures providing for cash payments based upon the

movements of an underlying rate index

Interest rate and market risk can be substantial in the mortgage busi

ness Market risk is the risk that values of mortgage assets or revenues

will be adversely affected by changes in market conditions such as interest

rate movements To hedge interest rate risk in mortgage banking pro

duction income the Corporation utilizes forward loan sale commitments

and other derivative instruments including purchased options The Corpo

ration also utilizes derivatives such as interest rate options interest rate

swaps forward settlement contracts and euro-dollar futures as economic

hedges of the fair value of MSRs For additional information on MSRs see

Note 22- Mortgage Servicing Rights

The Corporation uses foreign currency contracts to manage the foreign

exchange risk associated with certain foreign currency-denominated

assets and liabilities as well as the Corporations investments in foreign

subsidiaries Foreign exchange contracts which include spot and forward

contracts represent agreements to exchange the currency of one country

for the currency of another country at an agreed-upon price on an agreed-

upon settlement date Exposure to loss on these contracts will increase

or decrease over their respective lives as currency exchange and interest

rates fluctuate

Gross Derivative Assets Gross Derivative Liabilities

$1213.2

5.1

60.3

17.5 3.6

52.3

8.0

1.8

Total

1215.4

5.1

60.3

21.1

52.3

8.0

20.5

51.3

7.5

1.8 1.0

0.1

31.6

2.1

1.0

1000.0

6.2

0.3 0.3

32.6 32.6

2.4

1.2

3.7

125.7 125.7 3.4

1.8 1.8 0.2

3.4 3.4 118.8

0.4 0.4 0.1

$1529.7 $5.8 1535.5 $1498.0

1438.4

34.8

62.3

1.0

0.1

0.1 31.7

2.1

1.0

3.8

3.4

0.2

118.8

0.1

Represents the total contract/notional amount of the derivatives outstanding and includes both written and purchased credit derivatives

121 Evcludes $2.0 bifiva at lang-term debt designated as hedge vf foreign currency risk
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The Corporation enters into derivative commodity contracts such as

futures swaps options and forwards as well as non-derivative commodity

contracts to provide price risk management services to customers or to

manage price risk associated with its physical and financial commodity

positions The non-derivative commodity contracts and physical

inventories of commodities expose the Corporation to earnings volatility

Cash flow and fair value accounting hedges provide method to mitigate

portion of this earnings volatility

The Corporation purchases credit derivatives to manage credit risk

related to certain funded and unfunded credit exposures Credit

derivatives include credit default swaps total return swaps and swap

tions These derivatives are accounted for as economic hedges and

changes in fair value are recorded in other income

Derivatives Designated as Accounting Hedges
The Corporation uses various types of interest rate commodity and for

eign exchange derivative contracts to protect against changes in the fair

value of its assets and liabilities due to fluctuations in interest rates

exchange rates and commodity prices fair value hedges The Corpo

ration also uses these types of contracts to protect against changes in

the cash flows of its assets and liabilities and other forecasted trans

actions cash flow hedges The Corporation hedges its net investment in

consolidated foreign operations determined to have functional currencies

other than the U.S dollar using forward exchange contracts that
typically

settle in 90 days cross-currency basis swaps and by issuing foreign

currency-denominated debt

The following table summarizes certain information related to the

Corporations derivatives designated as fair value hedges for 2009 and

2008

Amounts Recognized in Income

2009 2008

Hedged Hedge Hedged Hedge

Dollars in milhors Derivative Item Ineffectiveness Derivative Item Ineffectiveness

Derivatives designated as fair value hedges

Interest rate risk on long-term debt $4858 4082 776 $4340 $4143 197

Interest rate and
foreign currency risk on long-term debt 932 858 74 294 1444 150

Interest rate risk on available-for-sale securities 23 791 1141 350 32
1511 19

Commodity price risk on commodity inventory 51 n/a n/a n/a

Total $3186 2134 $1052 $4666 $14638 28

Ill Amounts are recordvd in interest vxpense on long-term debt

12 Amounts are recorded in interest income on AFS securities

Measurement of ineffectiveness in 2009 includes $354 million of interest costs on short forward contracts The Corpnrotion considers this as port of the cost of hedging and is offset by the fixed coupon receipt on the

AFS security that is recognized in interest income on securities

Amounts are recorded in trading account profits losses

For 2007 hedge ineffectiveness recognized in net interest income was $55 million

n/a not applicable

The following table summarizes certain information related to the

Corporations derivatives designated as cash flow hedges and net

investment hedges for 2009 and 2008 During the next 12 months net

losses in accumulated OCI of approximately $937 million $590 million

after-tax on derivative instruments that qualify as cash flow hedges are

expected to be reclassified into earnings These net losses reclassified

into earnings are expected to reduce net interest income related to the

respective hedged items

Derivatives designated as cash flow hedges

Interest rate risk on variable rate portfolios
23451

Commodity price risk on forecasted purchases

and sales 61

Price risk on equity investments included in

available-for-sale_securities

Total

2009 2008
_______

Hedge Hedge

Ineffectiveness

Amounts Amounts and Amount

Recognized Reclassified Excluded from

in OCI on from 001 Effectiveness

__________ _____________
Derivatives into Income Testing

71 182 $11334

$1334

Net investment hedges

Foreign exchange risk $2997 $142 $2814 $192

Dollars in millions amounts pro-taxi

Amounts Amounts

Recognized Reclassified

in OCl on from OCI

Derivatives into Income

Ineffectiveness

and Amount

Excluded from

Effectiveness

Testing

579

72

$1214

70

331 243

320 $i144 69 161

n/a n/a n/a

Amounts related to derivatives designated as cash flow hedges represent hedge ineffectiveness and umounts related to net investment hedges represent amounts excluded from effectiveness testing

21 Amounts reclassified frnm OCI reduced interest income on assets by $110 million and $224 million during 2009 and 2008 and increased interest expense on liabilities by $1.1 billion during both 2009 and 2008

Hedge ineffectiveness of $73 million and $110 million was recorded in interest iscome and $2 milliox and $3 million was recorded ix interest expense daring 2009 and 2008

Amounts recognized in OcI on derivatives exclude amounts related to terminated hedges of AFS securities of $19 million and $206 million for 2009 and 2008

Amounts reclassified from OCI exclude amounts related to derivative interest accruals which increased interest income by $104 million for 2009 xnd amounts which increased interest expense $73 million for 2008

161 Gains reclassified from OCI into income were recorded in trading account profits lxsses during 2009 2008 and 2007 were $44 million $0 and $18 million respectively related to the discontinuance of cash flow

hedging because it was probable that the original forecasted transaction would not occur

17 For 2007 hedge ineffectiveness recognized in net interest income woo $4 million

iel Amounts recognized in Dcl on derivatives exclude looses of $387 million related to long-term debt designated xv net investment hedge for 2009

n/a not applicable
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Economic Hedges
Derivatives designated as economic hedges are used by the Corporation to reduce certain risk exposure but are not accounted for as accounting hedg
es The following table presents gains losses on these derivatives for 2009 and 2008 These gains losses are largely offset by the income or

expense that is recorded on the economically hedged item

Dollars in millions 2009 2008

Price risk on mortgage banking production income 112 8898 892

Interest rate risk on mortgage banking servicing income 3792 8610
Credit risk on loans and leases 698 309
interest rate and foreign currency risk on long-term debt and other foreign exchange transactions 1572 1316
Other 14 34

Total 5994 8529
01 Gains looses on these derinatises ore recorded in mortgoge booking income

121 Includes gains on IRLCO related to the origination of mortgage loans that ore held for sale which are considered derinahve instrsments of $8.4 billion for 2009 and $1.8 billion for 2008
131 Gains losses on these derivatines are recorded in other income

Sales and Trading Revenue revenue generated within Global Markets is recorded on different income

The Corporation enters into trading derivatives to facilitate client trans- statement line items including trading account profits losses and net

actions for proprietary trading purposes and to manage risk exposures interest income as well as other revenue categories However the vast

arising from trading assets and liabilities It is the Corporations policy to majority of income related to derivative instruments is recorded in trading

include these derivative instruments in its trading activities which include account profits losses The following table identifies the amounts in the

derivative and non-derivative cash instruments The resulting risk from income statement line items attributable to the Corporations sales and

these derivatives is managed on portfolio basis as part of the Corpo- trading revenue categorized by primary risk for 2009 and 2008
rations Global Markets business segment The related sales and trading

2009 2008

Trading

Trading Net Account Net

Account Other Interest Profits Other Interest

Dollars in millions Profits Revenues Income Total Losses Revenues Income Total

Interest rate risk 3145 33 $1068 4246 1083 47 276 1406
Foreign exchange risk 972 26 1004 1320 13 1339
Equity risk 2041 2613 246 4900 66 686 99 719

Credit risk 4433 2576 4637 6494 18276 6881 4380 10777
Other risk 1084 13 469 628 130 58 14 174

Total sales and trading revenue $11675 89 $5508 $17272 $15809 $16084 $4754 $7139
15

Represents investment and brokerage selvides end other income recorded in Global Markets that the Corporation includes in its definition of sales aed trading revenae

Credit Derivatives

The Corporation enters into credit derivatives primarily to facilitate client

transactions and to manage credit risk exposures Credit derivatives

derive value based on an underlying third party-referenced obligation or

portfolio of referenced obligations and generally require the Corporation

as the seller of credit protection to make payments to buyer upon the

occurrence of predefined credit event Such credit events generally

include bankruptcy of the referenced credit entity and failure to pay under

the obligation as well as acceleration of indebtedness and payment

repudiation or moratorium For credit derivatives based on portfolio of

referenced credits or credit indices the Corporation may not be required

to make payment until specified amount of loss has occurred and/or

may only be required to make payment up to specified amount
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Credit derivative instruments in which the Corporation is the seller of

credit protection and their expiration at December 31 2009 and 2008

are summarized below These instruments are classified as investment

and non-investment grade based on the credit quality
of the underlying

The notional amount represents the maximum amount payable by the

Corporation for most credit derivatives However the Corporation does

not solely monitor its exposure to credit derivatives based on notional

amount because this measure does not take into consideration the

probability of occurrence As such the notional amount is not reliable

indicator of the Corporations exposure to these contracts Instead risk

framework is used to define risk tolerances and establish limits to help

ensure that certain credit risk-related losses occur within acceptable

predefined limits

reference obligation The Corporation considers ratings of BBB- or higher

as meeting the definition of investment grade Non-investment grade

includes non-rated credit derivative instruments

The Corporation economically hedges its market risk exposure to

credit derivatives by entering into variety of offsetting derivative con

tracts and security positions For example in certain instances the

Corporation may purchase credit protection with identical underlying

referenced names to offset its exposure The carrying value and notional

amount of written credit derivatives for which the Corporation held pur

chased credit derivatives with identical underlying referenced names at

December 31 2009 was $79.4 billion and $2.3 trillion compared to

$92.4 billion and $819.4 billion at December 31 2008

December 31 2009

Carrying Value

One to

Lessthan Three Threeto Over

Dollars in millions

One Year Years Five Years Five Years Total

Credit default swaps

Investment grade
454 5795 5831 24586 36666

Non-investment grade 1342 14012 16081 30274 61709

Total 1796 19807 21912 54860 98375

Total return swaps/other

Investment grade
20 540 566

Non-investment grade
194 291 488

Total
24 831 1054

Total credit derivatives 1797 20021 21920 55691 99429

Maximum Payout/Notional

Credit default swaps

Investment grade $147501 $411258 $596103 $335526 $1490388

Non-investment grade 123907 417834 399896 356735 1298372

Total 271408 829092 995999 692261 2788760

Total return swaps/other

Investment grade
31 60 1081 8087 9259

Non-investment grade 2035 1280 2183 18352 23850

Total 2066 1340 3264 26439 33109

Total credit derivatives $273474 $830432 $999263 $718700 $2821869

December 31 2008

Carrying Value

One to

Less than Three Three to Over Five

Dollars in millions

One Year Years Five Years Years Total

Credit default swaps

Investment grade
1039 13062 32594 29153 75848

Non-investment grade
1483 9222 19243 13012 42960

Total
2522 22284 51837 42165 118808

Total return swaps/other

Non-investment grade
36 13 57

Total credit derivatives 2558 22292 51837 42178 118865

Maximum Payout/Notional

Credit default swaps

Investment grade 49535 $169508 $395768 $187075 801886

Non-investment grade 17217 48829 89650 42452 198148

Total 66752 218337 485418 229527 1000034

Total return swaps/other

Non-investment grade 1178 628 37 4360 6203

Total credit derivatives 67930 $218965 $485455 $233887 $1006237

-- --
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Credit Risk Management of Derivatives and Credit-

related Contingent Features

The Corporation executes the majority of its derivative contracts in the

over-the-counter market with large international financial institutions

including broker/dealers and to lesser degree with
variety

of

non-financial companies Substantially all of the derivative transactions

are executed on daily margin basis Therefore events such as credit

downgrade depending on the ultimate rating level or breach of credit

covenants would typically require an increase in the amount of collateral

required of the counterparty where applicable and/or allow the Corpo

ration to take additional protective measures such as early termination of

all trades Further as discussed above the Corporation enters into

legally enforceable master netting agreements which reduce risk by per

mitting the closeout and netting of transactions with the same counter-

party upon the occurrence of certain events

Substantially all of the Corporations derivative contracts contain

credit risk-related contingent features primarily in the form of Interna

tional Swaps and Derivatives Association Inc ISDA master agreements

that enhance the creditworthiness of these instruments as compared to

other obligations of the respective counterparty with whom the Corpo

ration has transacted e.g other debt or equity These contingent fea

tures may be for the benefit of the Corporation as well as its

counterparties with respect to changes in the Corporations creditworthi

ness At December 31 2009 the Corporation received cash and secu

rities collateral of $74.6 billion and posted cash and securities collateral

of $69.1 billion in the normal course of business under derivative

agreements

In connection with certain over-the-counter derivatives contracts and

other trading agreements the Corporation could be required to provide

additional collateral or to terminate transactions with certain counter-

parties in the event of downgrade of the senior debt ratings of Bank of

America Corporation and its subsidiaries The amount of additional collat

eral required depends on the contract and is usually fixed incremental

amount and/or the market value of the exposure At December 31 2009

the amount of additional collateral and termination payments that would

be required for such derivatives and trading agreements was approx

imately $2.1 billion if the long-term credit rating of Bank of America

Corporation and its subsidiaries was incrementally downgraded by one

level by all ratings agencies second incremental one level downgrade

by the ratings agencies would require approximately $1.2 billion in addi

tional collateral

The Corporation records counterparty credit risk valuation adjustments

on derivative assets in order to properly reflect the credit
quality of the

counterparty These adjustments are necessary as the market quotes on

derivatives do not fully reflect the credit risk of the counterparties to the

derivative assets The Corporation considers collateral and legally

enforceable master netting agreements that mitigate its credit exposure

to each counterparty in determining the counterparty credit risk valuation

adjustment All or portion of these counterparty credit risk valuation

adjustments can be reversed or otherwise adjusted in future periods due

to changes in the value of the derivative contract collateral and creditwor

thiness of the counterparty During 2009 credit valuation gains of $1.8

billion for counterparty credit risk related to derivative assets and during

2008 losses of $3.2 billion were recognized in trading account profits

losses At December 31 2009 and 2008 the cumulative counterparty

credit risk valuation adjustment that was included in the derivative asset

balance was $7.6 billion and $4.0 billion

In addition the fair value of the Corporations or its subsidiaries

derivative liabilities is adjusted to reflect the impact of the Corporations

credit quality During 2009 credit valuation losses of $801 million and

during 2008 gains of $364 million were recognized in trading account

profits losses for changes in the Corporations or its subsidiaries credit

risk At December 31 2009 and 2008 the Corporations cumulative

credit risk valuation adjustment that was included in the derivative

liabilities balance was $608 million and $573 million
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NOTE Securities

The amortized cost gross unrealized gains and losses in accumulated OCI and fair value of AFS

December 31 2009 and 2008 were

debt and marketable equity securities at

Gross Gross

Amortized Unrealized Unrealized

Dollars in millions

Cost Gains Losses Fair Value

Available-for-sale debt securities December 31 2009

U.S Treasury and agency securities 22648 414 37 23025

Mortgage-backed securities

Agency
164677 2415 846 166246

Agency-collateralized mortgage obligations
25330 464 13 25781

Non-agency residential 37940 1191 4028 35103

Non-agency commercial 6354 671 116 6909

Foreign securities
4732 61 896 3897

Corporate bonds 6136 182 126 6192

Other taxable securities 19475 245 478 19242

Total taxable securities 287292 5643 6540 286395

Tax-exempt securities 15334 115 243 15206

Total available-for-sale debt securities $302626 $5758 6783 $301601

Available-for-sale marketable equity securities 6020 $3895 507 9408

Available-for-sale debt securities December 31 2008

U.S Treasury and agency securities 4540 14 4647

Mortgage-backed securities

Agency
191913 3064 146 194831

Non-agency residential
40139 860 8825 32174

Non-agency commercial 3085 512 2573

Foreign securities
5675 678 5003

Corporate bonds 5560 31 1022 4569

Other taxable securities2 24832 11 1300 23543

Total taxable securities
275744 4093 12497 267340

Tax-exempt securities
10501 44 981 9564

Total available-for-sale debt securities $286245 $4137 $13478 $276904

Available-for-sale marketable equity
securities 18892 $7717 1537 25072

111 Includes approximately 85 percent of prime bonds 10 percent of Alt-A bonds and fine percent of subprme bonds

21 Includes substantially all ABS

131 Recorded in other assets on the corporations Consolidated Balaece Sheet

At December 31 2009 the amortized cost and fair value of HIM debt During 2009 the Corporation transferred $5.6 billion of auction rate

securities was $9.8 billion and $9.7 billion which includes ABS that were securities ARS from trading account assets to AFS debt securities due

issued by the Corporations credit card securitization trust and retained to the Corporations decision to hold these securities During 2008 the

by the Corporation with an amortized cost of $6.6 billion and fair value Corporation reclassified $12.6 billion of AFS debt securities to trading

of $6.4 billion At December 31 2008 both the amortized cost and fair account assets in connection with the Countrywide acquisition as the

value of HIM debt securities were $685 million The accumulated net Corporation realigned its AFS portfolio Further the Corporation trans

unrealized gains losses on AFS debt and marketable equity securities ferred $1.7 billion of leveraged lending bonds from trading account

included in accumulated OCI were $628 million and $2.1 billion net of assets to AFS debt securities due to the Corporations decision to hold

the related income tax expense benefit of $397 million and $1.3 bil- these bonds

lion At December 31 2009 and 2008 the Corporation had non- During 2009 the Corporation recorded other-than-temporary impair-

performing AFS debt securities of $467 million and $291 million ment losses on AFS and HIM debt securities as follows

2009

Non-agency Non-agency

Residential Commercial Foreign Corporate Other Taxable

Dollars in millions

MBS MBS Securities Bonds Securities Total

Total other-than-temporary impairment losses unrealized

and realized
$2240 $6 $360 $187 $815 $3508

Unrealized other-than-temporary impairment losses

recognized in OCI 672 672

Net impairment losses recognized in earnings $1568 $6 $360 $87 $815 $2836

debt securities
Ill Includes $31 million of other-than-tempnrary impairment lasses on HIM

12 Represents the noncredit composent of nther-thantemporary impairment losses so AIS debt securities Far 2009 fur certain securities the Corporatien recognized credit lasses in excess of unrealized lasses in OCI

In these instances purtien of the credit lnsses recugnized in earnings has been offset by en unrealized gain Balances absoe exclude $582 million of gross gains recorded in OCI related to these securities fez 2009

131 Represents the credit component of other-then-temporary impairment losses on AFS and HIM debt securities
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Activity related to the credit component recognized in earnings on debt

securities held by the Corporation for which portion of the other-than-

temporary impairment loss remains in OCI for 2009 is as follows

Dollars in millions 2009

Balance January 2009

Credit component of other-than-temporary impairment not reclassified to

OCI in connection with the cumulative-effect transition adjustment 22

Additions for the credit component on debt securities on which other-

than temporary impairment was not previously recognized 420

Balance December 31 2009 $442

11 As of Janaary 2009 the corporation had securities with $134 million of
other-than-temporary

impairment previously recognized in earnings of which $22 million
represented the credit component

aod $112 million represented the 000credit component which was reclassified to cci through

camalatioe-effect transition adjustment

121 oaring 2009 the Corporation recognized $2.4 billion of other-than-temporary impairment looses on debt

securities in which no portion of other-than-temporary impairment loss remained in OCI Other-than-

temporary impairment lasses related to these securities are excluded from these amounts

As of December 31 2009 those debt securities with other-than-

temporary impairment for which portion of the other-than-temporary

impairment loss remains in OCl consisted
entirely of non-agency resi

dential Mortgage-backed Securities MBS The Corporation estimates the

portion of loss attributable to credit using discounted cash flow model

The Corporation estimates the expected cash flows of the underlying col

lateral using internal credit risk interest rate and prepayment risk models

that incorporate managements best estimate of current key assumptions

such as default rates loss severity and prepayment rates Assumptions

used can vary widely from loan to loan and are influenced by such factors

as loan interest rate geographical location of the borrower borrower

characteristics and collateral type The Corporation then uses third

party vendor to determine how the underlying collateral cash flows will be

distributed to each security issued from the structure Expected principal

and interest cash flows on the impaired debt security are discounted

using the book
yield of each individual impaired debt security

Based on the expected cash flows derived from the model the Corpo

ration expects to recover the unrealized losses in accumulated OCl on

non-agency residential MBS Significant assumptions used in the valu

ation of non-agency residential MBS were as follows at December 31
2009

Prepayment speed 14.0% 3.0% 32.7%

Loss severity 51.0 21.8 61.3

Life default rate 48.4 1.1 98.7

Weighted-

average

Range

10th 90th

Percentile Percentile

11 Represents the range nf inputs/assumptions based upon the underlying collateral

21 The value of variable below which the indicated percentile of observations will fall

131 Annual constant prepayment speed

141 Loss severity rates are proiected considering collateral characteristics sach as LIV creditworthiness of

borrowers FIcO score and geographic concentration Weighted-aoerage severity by collateral type was

47 percent for prime bonds 52 percent for Alt-A bonds and 55 percent fur ssbprime bonds
151 Default rates are projected by considering collateral characteristics including but not limited to LIV

FICO and geographic concentration weighted-average life default rote by collateral type wau 36 percent

for prime bonds 56 percent for Alt-A bonds and 65 percent for sobprime bonds
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The following table presents the current fair value and the associated whether these securities have had gross unrealized losses for less than

gross unrealized losses on investments in securities with gross unreal- twelve months or for twelve months or longer

ized losses at December 31 2009 and 2008 The table also discloses

The impairment of AFS debt and marketable equity securities is based

on variety of factors including the length of time and extent to which

the market value has been less than cost the financial condition of the

issuer of the security and the Corporations intent and ability to hold the

security to recovery

At December 31 2009 the amortized cost of approximately 12000

AFS securities exceeded their fair value by $7.3 billion Included in the

$7.3 billion of gross unrealized losses on AFS securities at December 31

2009 was $1.9 billion of gross unrealized losses that have existed for

less than twelve months and $5.4 billion of gross unrealized losses that

have existed for period of twelve months or longer Of the gross unreal-

ized losses existing for twelve months or longer $3.6 billion or 66 per

cent of the gross unrealized losses are related to approximately 500

MBS primarily due to continued deterioration in collateralized mortgage

obligation values driven by illiquidity in the markets In addition of the

gross unrealized losses existing for twelve months or longer $394 mil

lion or seven percent is related to approximately 800 AFS marketable

equity securities primarily due to the overall decline in the market during

2008 The Corporation has no intent to sell these securities and it is not

more-likely-than-not that the Corporation will be required to sell these

securities before recovery of amortized cost

Dollars in millions

Temporarily-impaired available-for-sale debt securities at

December 31 2009

U.S Treasury and agency securities

Mortgage-backed securities

Agency

Agency-collateralized mortgage obligations

Non-agency residential

Non-agency commercial

Foreign securities

Corporate bonds

Other taxable securities

Less than Twelve Months Twelve Months or Longer Total

Gross Gross Gross

Fair Unrealized Fair Unrealized Unrealized

Value Losses Value Losses Fair Value Losses

4655 37 4655 37

53979

965

6907

1263

169

1157

3779

72874

4716

817

10
557

35
27
71
70

1624
93

740

747

13613

1711

3355

294

932

21392

1989

29

3370
81

869
55

408

4815
150

54719

1712

20520

2974

3524

1451

4711

94266

6705

846
13

3927
116
896
126
478

6439
243

Total taxable securities

Tax-exempt securities

Total temporarily-impaired available-for-sale

debt securities 77590 1717 23381 4965 100971 6682

Temporarily-impaired available-for-sale marketable

equity securities
338 113 1554 394 1892 507

Total temporarily-impaired available-for-sale securities 77928 1830 24935 5359 102863 7189

Other-than-temporarily impaired available-for-sale

debt securities
lj

Mortgage-backed securities

Non-agency residential 51 17 1076 84 1127 101

Total temporarily-impaired and other-than-temporarily

impaired available-for-sale securities 77979 1847 $26011 $5443 $103990 7290

Temporarily-impaired available-for-sale debt securities at

December 31 2008

U.S Treasury and agency securities 306 14 306 14

Mortgage-backed securities

Agency 2282 12 7508 134 9790 11461

Non-agency residential 19853 16750 1783 2075 21636 188251

Non-agency commercial 215 261 2358 4861 2573 512

Foreign securities 3491 562 1126 116 4617 16781

Corporate bonds 2573 934 666 88 3239 10221

Other taxable securities 12870 1077 501 223 13371 1300

Total taxable securities 41590 9375 13942 31221 55532 124971

Tax-exempt securities 6386 682 1540 299 7926 981

Total temporarily-impaired available-for-sale

debt securities 47976 10057 15482 3421 63458 13478

Temporarily-impaired available-for-sale marketable

equity securities 3431 499 1555 1038 4986 1537

Total temporarily-impaired available-for-sale securities $51407 $110556 $17037 $4459 68444 $115015

Ill Includes other-than-temporarily impaired available-for-sale debt secorities in which portion of the other-than-temporary impairment loss remains in OCI
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The amortized cost and fair value of the Corporations investment in

AFS debt securities from the Federal National Mortgage Association

FNMA Government National Mortgage Association GNMA and the

The components of realized gains and losses on sales of debt secu

rities for 2009 2008 and 2007 were

Dollars in millions 2009 2008 2007

Gross gains $5047 $1367 $197

Gross losses 324 243 17
Net gains on sales of debt securities $4723 $1124 $180

The income tax expense attributable to realized net gains on sales of

debt securities was $1.7 billion $416 million and $67 million in 2009

2008 and 2007 respectively

Certain Corporate and Strategic Investments

At December 31 2009 and 2008 the Corporation owned approximately

11 percent or 25.6 billion common shares and 19 percent or 44.7 bil

lion common shares of China Construction Bank CCB During 2009 the

Corporation sold its initial investment of 19.1 billion common shares in

CCB for pre-tax gain of $7.3 billion These shares were accounted for at

Federal Home Loan Mortgage Corporation FHLMC that exceeded 10

percent of consolidated shareholders equity at December 31 2009 and

2008 were

fair value and recorded as AFS marketable equity securities in other

assets with an offset net-of-tax in accumulated OCl The remaining

investment of 25.6 billion common shares is accounted for at cost is

recorded in other assets and is non-transferable until August 2011 At

December 31 2009 and 2008 the cost of the CCB investment was $9.2

billion and $12.0 billion the carrying value was $9.2 billion and $19.7

billion and the fair value was $22.0 billion and $24.5 billion Dividend

income on this investment is recorded in equity investment income The

Corporation remains significant shareholder in CCB and intends to con

tinue the important long-term strategic alliance with CCB originally

entered into in 2005 As part of this alliance the Corporation expects to

continue to provide advice and assistance to CCB
At December 31 2009 and 2008 the Corporation owned approx

imately 188.4 million and 171.3 million preferred shares and 56.5 million

and 51.3 million common shares of ltaiJ Unibanco Holding S.A Ita

Unibanco During 2009 the Corporation received dividend of

17.1 million preferred shares and 5.2 million common shares The Itaii

Unibanco investment is accounted for at fair value and recorded as AFS

marketable equity securities in other assets with an offset net-of-tax in

accumulated OCI Dividend income on this investment is recorded in

December31

2009 2008

Amortized Amortized

Dollars in millions Cost Fair Value Cost Fair value

Federal National Mortgage Association $100321 $101096 $102908 $104126
Government National Mortgage Association 60610 61121 43713 44627
Federal Home Loan Mortgage Corporation 29076 29810 46114 46859

Securities are pledged or assigned to secure borrowed funds govern- rities and the yields of the Corporations AFS debt securities portfolio at

ment and trust deposits and for other purposes The carrying value of December 31 2009 are summarized in the following table Actual matur

pledged securities was $122.7 billion and $158.9 billion at ities may differ from the contractual or expected maturities since bor

December 31 2009 and 2008 rowers may have the right to prepay obligations with or without

The expected maturity distribution of the Corporations MBS and the prepayment penalties

contractual maturity distribution of the Corporations other debt secu

December 31 2009

Due in One Due after One Year Due after Five Years

Year or Less through Five Years through Ten Years Due after Ten Years Total

Dollars in millions Amount Yield Amount Yield Amount Yield 11 Amount Yield Amount Yield1

Fair value of available-for-sale debt securities

U.S Treasury and agency securities 231 1.94% 1888 331% 2774 4.78% $18132 4.73% 23025 4.59%

Mortgage-backed securities

Agency 28 5.48 78579 4.81 33351 4.66 54288 4.52 166246 4.69

Agency-collateralized mortgage

obligations 495 3.83 12360 2.39 12778 2.53 148 0.98 25781 2.48

Non-agency residential 757 8.58 18068 9.34 4790 7.61 11488 4.09 35103 7.38

Non-agency commercial 132 4.22 3729 5.91 2779 10.89 269 6.17 6909 7.63

Foreign securities 105 3.03 1828 6.33 96 5.60 1868 3.21 3897 4.53

Corporate bonds 592 1.22 3311 3.68 1662 7.47 627 2.59 6192 4.31

Other taxable securities 12297 1.17 5921 3.92 203 7.19 821 4.00 19242 2.24

Total taxable securities 14637 1.82 125684 5.24 58433 4.81 87641 4.45 286395 4.73

Tax-exempt securities 6413 0.28 1772 6.38 3450 6.39 3571 5.29 15206 3.56

Total available-for-sale debt securities $21050 1.35 $127456 5.25 $61883 4.89 $91212 4.48 $301601 4.67

Amortized cost of available-for-sale debt

securities $21271 $127395 $61103 $92857 $302626
ID Yields are calculated based on the amortized cost of the securities

121 Yields of tax-eoenipt securities are calculated on fully taxable-equinalent FTE basis
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equity investment income At December 31 2009 and 2008 the cost of

this investment was $2.6 billion and the fair value was $5.4 billion and

$2.5 billion

At December 31 2009 and 2008 the Corporation had 24.9 per

cent or $2.5 billion and $2.1 billion investment in Grupo Financiero

Santander S.A the subsidiary of Grupo Santander S.A This investment

is recorded in other assets and is accounted for under the equity method

of accounting with income being recorded in equity investment income

As part of the acquisition of Merrill Lynch the Corporation acquired an

economic ownership in BlackRock publicly traded investment company

At December 31 2009 the carrying value was $10.0 billion representing

approximately 34 percent economic ownership interest in BlackRock

This investment is recorded in other assets and is accounted for using

the equity method of accounting with income being recorded in equity

investment income During 2009 BlackRock completed its purchase of

Barclays Global Investors an asset management business from Barclays

PLC which had the effect of diluting the Corporations ownership interest

in BlackRock from approximately 50 percent to approximately 34 percent

and for accounting purposes was treated as sale of portion of the

Corporations ownership interest As result upon the closing of this

transaction the Corporation recorded an adjustment to its investment in

BlackRock resulting in pre-tax gain of $1.1 billion The summarized

earnings information for BlackRock which represents 100 percent of

BlackRock includes revenues of $4.7 billion operating income and

income before income taxes of $1.3 billion and net income of $875 mil

lion in 2009

On June 26 2009 the Corporation entered into joint venture agree

ment with First Data Corporation First Data creating Banc of America

Merchant Services LLC Under the terms of the agreement the Corpo

ration contributed its merchant processing business to the
joint

venture

and First Data contributed certain merchant processing contracts and

personnel resources The Corporation recorded in other income pre-tax

gain of $3.8 billion related to this transaction The Corporation owns

approximately 46.5 percent of this joint venture 48.5 percent is owned

by First Data with the remaining stake held by third party investor The

third party investor has the right to put their interest to the joint venture

which would have the effect of increasing the Corporations ownership

interest to 49 percent The investment in the joint venture which was ini

tially recorded at fair value of $4.7 billion is being accounted for under

the equity method of accounting with income being recorded in equity

investment income The carrying value at December 31 2009 was $4.7

billion

NOTE Outstanding Loans and Leases

Outstanding loans and leases at December 31 2009 and 2008 were

December31

Dollars in millions

2009 2008

Consumer

Residential mortgage
$242129 $248063

Home equity
149126 152483

Discontinued real estate
14854 19981

Credit card domestic 49453 64128

Credit card foreign
21656 17146

Direct/Indirect consumer 97236 83436

Other consumer 3110 3442

Total consumer 577564 588679

Commercial

Commercial domestic 198903 219233

Commercial real estate
69447 64701

Commercial lease financing
22199 22400

Commercial foreign
27079 31020

Total commercial loans 317628 337354

Commercial loans measured at fair value 4936 5413

Total commercial 322564 342767

Total loans and leases $900128 $931446

01 Includes foreign residential mortgages of $552 million at December 31 2009 mainly from the Merrill Lynch acquisition The Corporation did not have any material foreign residential mortgage loans yriur to January 2009

121 Includes $13.4 billion and $18.2 billion of pay option loans and $1.5 billion and $1.8 billion of subprime loans at December 31 2009 and 2008 The Corporation no longer originates these products

131 Includes dealer financial services loans of $41.6 billion and $40.1 billion consumer lending of $19.7 billion and $28.2 billion securities-based lending margin loans of $12.9 billion and $0 and foreign consumer

loans of $7.8 billion and $1.8 billion at December 31 2009 and 2008

141 Includes consumer finance loans of $2.3 billion and $2.6 billion and other foreign consumer loans of $709 million and $618 million at December 31 2009 and 2008

151 Includes small business commercial domestic loans primarily credit card related of $17.5 billion and $19.1 billion at December 31 2009 and 2008

IS includes domestic commercial real estate loans of $66.5 billion and $63.7 billion and foreign commercial real estate loans of $3.0 billion and $979 million at December 31 2009 and 2008

171 Certain commercial loans are accounted fur under the fair value option and include commercial domestic loans of $3.0 billion and $3.5 billion commercial foreign loans of $1.9 billion and $1.7 billion and

commercial real estate loans of $90 million and $203 million at December 31 2009 and 2008 see Note 20 Fair Value Measurements for additional discussion of fair value for certain financial instruments

The Corporation mitigates portion of its credit risk through synthetic

securitizations which are cash collateralized and provide mezzanine risk

protection of $2.5 billion which will reimburse the Corporation in the

event that losses exceed 10 bps of the original pool balance As of

December 31 2009 and 2008 $70.7 billion and $109.3 billion of mort

gage loans were protected by these agreements The decrease in these

credit protected pools was due to approximately $12.1 billion in loan

sales terminated transaction of $6.6 billion and principal payments

during the year During 2009 $669 million was recognized in other

income for amounts that will be reimbursed under these structures As of

December 31 2009 the Corporation had receivable of $1.0 billion

from these structures for reimbursement of losses In addition the

Corporation has entered into credit protection agreements with GSE5

totaling $6.6 billion and $9.6 billion as of December 31 2009 and

2008 providing full protection on conforming residential mortgage loans

that become severely delinquent
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Nonperforming Loans and Leases

The following table presents the Corporations nonperforming loans and

leases including nonperforming TDRs at December 31 2009 and 2008

This table excludes performing TDR5 and loans accounted for under the

fair value option Nonperforming LHFS are excluded from nonperforming

loans and leases as they are recorded at the lower of cost or fair value In

addition purchased impaired loans and past due consumer

credit card consumer non-real estate-secured loans and leases and

business card loans are not considered nonperforming loans and leases

and are therefore excluded from nonperforming loans and leases Real

estate-secured past due consumer loans repurchased pursuant to the

Corporations servicing agreements with GNMA are not reported as non-

performing as repayments are guaranteed by the FHA

Nonperforming Loans and Leases

$16596

3804
249

86

104

20839

5125

7286
115

177

12703

$33542

7057

2637

77

26

91

9888

2245

3906

56

290

6497

$16385

Included in certain loan categories in the nonperforming table above

are TDRs that were classified as nonperforming At December 31 2009

and 2008 the Corporation had $2.9 billion and $209 million of resi

dential mortgages $1.7 billion and $302 million of home equity $486

million and $44 million of commercial domestic loans and $43 million

and $5 million of discontinued real estate loans that were TDRs and

classified as nonperforming In addition to these amounts the Corpo

ration had performing TDRs that were on accrual status of $2.3 billion

and $320 million of residential mortgages $639 million and $1 million of

home equity $91 million and $13 million of commercial domestic

loans and $35 million and $66 million of discontinued real estate

Impaired Loans and Troubled Debt Restructurings

loan is considered impaired when based on current information and

events it is probable that the Corporation will be unable to collect all

amounts due from the borrower in accordance with the contractual terms

of the loan Impaired loans include nonperforming commercial loans

commercial performing TDRs and both performing and nonperforming

consumer real estate TDRs As defined in applicable accounting guid

ance impaired loans exclude nonperforming consumer loans not modified

in TDR and all commercial loans and leases accounted for under the

fair value option Purchased impaired loans are reported and discussed

separately below

At December 31 2009 and 2008 the Corporation had $12.7 billion

and $6.5 billion of commercial impaired loans and $7.7 billion and $903

million of consumer impaired loans The average recorded investment in

the commercial and consumer impaired loans for 2009 2008 and 2007

was approximately $15.1 billion $5.0 billion and $1.2 billion

respectively At December 31 2009 and 2008 the recorded investment

in impaired loans requiring an allowance for loan and lease losses was

$18.6 billion and $6.9 billion and the related allowance for loan and

lease losses was $3.0 billion and $720 million For 2009 2008 and

2007 interest income recognized on impaired loans totaled $266 mil

lion $105 million and $130 million respectively

At December 31 2009 and 2008 remaining commitments to lend

additional funds to debtors whose terms have been modified in

commercial or consumer TDR were immaterial

The Corporation seeks to assist customers that are experiencing finan

cial difficulty through renegotiating credit card and consumer lending

loans while ensuring compliance with Federal Financial Institutions

Examination Council FFIEC guidelines At December 31 2009 and

2008 the Corporation had renegotiated consumer credit card domestic

held loans of $4.2 billion and $2.3 billion of which $3.1 billion and $1.7

billion were current or less than 30 days past due under the modified

terms In addition at December 31 2009 and 2008 the Corporation had

renegotiated consumer credit card foreign held loans of $898 million

and $517 million of which $471 million and $287 million were current or

less than 30 days past due under the modified terms and consumer

lending loans of $2.0 billion and $1.3 billion of which $1.5 billion and

$854 million were current or less than 30 days past due under the modi

fied terms These renegotiated loans are excluded from nonperforming

loans

Purchased Impaired Loans

Purchased impaired loans are acquired loans with evidence of credit qual

ity deterioration since origination for which it is probable at purchase date

that the Corporation will be unable to collect all contractually required

payments In connection with the Countrywide acquisition in 2008 the

Corporation acquired purchased impaired loans substantially all of which

are residential mortgage home equity and discontinued real estate with

an unpaid principal balance of $47.7 billion and $55.4 billion and carry

ing amount of $37.5 billion and $42.2 billion at December 31 2009 and

2008 At December 31 2009 the unpaid principal balance of Merrill

Lynch purchased impaired consumer and commercial loans was $2.4 bil

lion and $2.0 billion and the carrying amount of these loans was $2.1

billion and $692 million As of the acquisition date of January 2009

these loans had an unpaid principal balance of $2.7 billion and $2.9 bil

lion and fair value of $2.3 billion and $1.9 billion

Dollars in miltons

Consumer

Residential mortgage

Home equity

Discontinued real estate

Direct/Indirect consumer

Other consumer

Total consumer

December31

2009 2008

Commercial

Commercial domestic 11

Commercial real estate

Commercial lease financing

Commercial foreign

Total commercial

Total nonperforming loans and leases

ll Includes small business Commercial domestic loans of $200 million and $205 million at December 31 2009 and 2008
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The following table provides details on purchased impaired loans

obtained in the Merrill Lynch acquisition This information is provided only

for acquisitions that occurred in the current year

Acquired Loan Information for Merrill Lynch as of January 2009

Dollars in millions

Contractually required payments including interest 6205

Less Nonacoretable difference 1357

Cash flows expected to be collected 11 4848

Less Accretable yield 627

Fair value of loans acquired 4221

Represents undiscnunted expected principal and interest cash flows upnn acquisition

Consumer purchased impaired loans are accounted for on pool

basis Pooled loans that are modified subsequent to acquisition are

reviewed to compare modified contractual cash flows to the purchased

impaired loan carrying value If the present value of the modified cash

flows is lower than the carrying value the loan is removed from the pur

chased impaired loan pool at its carrying value as well as any related

allowance for loan and lease losses and classified as TDR The carry

ing
value of purchased impaired loan TDRs totaled $2.3 billion at

December 31 2009 of which $1.9 billion were on accrual status The

carrying value of these modified loans net of allowance was approx

imately 69 percent of the unpaid principal balance

The Corporation recorded $750 million provision for credit losses

establishing corresponding valuation allowance within the allowance for

loan and lease losses for purchased impaired loans at December 31

2008 The Corporation recorded $3.7 billion in provision including $3.5

billion addition to the allowance for loan and lease losses related to the

purchased impaired loan portfolio during 2009 due to decrease in

expected principal
cash flows The amount of the allowance for loan and

lease losses associated with the purchased impaired loan
portfolio was

$3.9 billion at December 31 2009 primarily
related to Countrywide

The following table shows activity
for the accretable yield on pur

chased impaired loans acquired from Countrywide and Merrill Lynch for

2009 and 2008 The decrease in expected cash flows during 2009 of

$1.4 billion is primarily
attributable to lower expected interest cash flows

due to increased credit losses faster prepayment assumptions and lower

rates

Accretable Yield Activity

Dollars in millions

Accretable yield July 2008 tl $19549

Accretion 1667
Disposals/transfers 589
Reclassifications to nonaccretable difference 4433

Accretable yield January 2009 12860

Merrill Lynch balance 627

Accretion 2859
Disposals/transfers

121 1482
Reclassifications to nonaccretable difference 1431

Accretable yield December 31 2009 7715

Ill Represents the accretable yield of loans acquired from Countide St July 2008

Includes $1.2 billion in accretable yield related to loans reutructured in TDR5 in which the preoent value

of modified cash flows was lower than espectatisos upon acquisition These TDR5 were removed from

the purchased impaired loan pool

Loans Held-for-Sale

The Corporation had LHFS of $43.9 billion and $31.5 billion at December

31 2009 and 2008 Proceeds from sales securitizations and paydowns

of LHFS were $365.1 billion $142.1 billion and $107.1 billion for 2009

2008 and 2007 Proceeds used for originations and purchases of U-IFS

were $369.4 billion $127.5 billion and $123.0 billion for 2009 2008

and 2007

Reserve for unfunded lending commitments December 31

Allowance for credit losses December31

lii Represents the write-downs on certain pools of purchased impaired loans that eoceed the origieal purchase accounting adjustments

n/a not applicable

The Corporation recorded $3.7 billion in provision including $3.5

billion addition to the allowance for loan and leases losses during 2009

specifically
for the purchased impaired loan portfolio The amount of the

allowance for loan and lease losses associated with the purchased

impaired loan portfolio was $3.9 billion at December 31 2009

In the above table the 2009 other amount under allowance for loan

and lease losses includes $750 million reduction in the allowance for

loan and lease losses related to $8.5 billion of credit card loans that

were exchanged for $7.8 billion HIM debt security that was issued by

the Corporations U.S Credit Card Securitization Trust and retained by the

NOTE Allowance for Credit Losses

The following table summaizes the changes in the allowance for credit losses for 2009 2008 and 2007

IDallars in millioosl

2009 2008 2007

Allowance for loan and lease losses January 23071 11588 9016

Loans and leases charged off 35483 17666 7730

Recoveries of loans and leases previously charged off 1795 1435 1250

Net charge-offs
33688 16231 6480

Provision for loan and lease losses 48366 26922 8357

Write-domns on consumer purchased impaired loans 111 179 n/a n/a

Other 370 792 695

Allowance for loan and lease losses December31 37200 23071 11588

Reserve for unfunded lending commitments January
421 518 397

Provision for unfunded lending commitments 204 97 28

Other 862 93

1487 421 518

38687 23492 $12106
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Corporation This reduction was partially offset by $340 million increase

associated with the reclassification to other assets of the December 31
2008 amount expected to be reimbursable under residential mortgage

cash collateralized synthetic securitizations The 2008 other amount

under allowance for loan and lease losses includes the $1.2 billion addi

tion of the Countrywide allowance for loan losses as of July 2008 The

2007 other amount under allowance for loan and lease losses includes

the $725 million and $25 million additions of the LaSalle and U.S Trust

Corporation allowance for loan losses as of October 2007 and
July

2007

In the previous table the 2009 other amount under the reserve for

unfunded lending commitments represents the fair value of the acquired

Merrill Lynch reserve excluding those accounted for under the fair value

option net of accretion and the impact of funding previously unfunded

portions The 2007 other amount under the reserve for unfunded lend

ing commitments includes the $124 million addition of the LaSalle

reserve as of October 2007

NOTE Securitizations

The Corporation routinely securitizes loans and debt securities These

securitizations are source of funding for the Corporation in addition to

transferring the economic risk of the loans or debt securities to third par

ties In securitization various classes of debt securities may be issued

and are generally collateralized by single class of transferred assets

which most often consist of residential mortgages but may also include

commercial mortgages credit card receivables home equity loans auto

mobile loans or MBS The securitized loans may be serviced by the

Corporation or by third parties With each securitization the Corporation

may retain portion of the securities subordinated tranches interest-

only strips subordinated interests in accrued interest and fees on the

securitized receivables or in some cases overcollateralization and cash

reserve accounts all of which are referred to as retained interests These

retained interests are recorded in other assets AFS debt securities or

trading account assets and are generally carried at fair value or amounts

that approximate fair value with changes recorded in income or accumu

lated OCI or are recorded as HIM debt securities and carried at amor

tized cost Changes in the fair value of credit card related interest- only

strips are recorded in card income In addition the Corporation may enter

into derivatives with the securitization trust to mitigate the trusts interest

rate or foreign currency risk These derivatives are entered into at market

terms and are generally senior in payment The Corporation also may

serve as the underwriter and distributor of the securitization serve as the

administrator of the trust and from time to time make markets in secu

rities issued by the securitization trusts

First Lien Mortgage-related Securitizations

As part of its mortgage banking activities the Corporation securitizes

portion of the residential mortgage loans it originates or purchases from

third parties in conjunction with or shortly after loan closing or purchase

In addition the Corporation may from time to time securitize commercial

mortgages and first lien residential mortgages that it originates or pur

chases from other entities

The following table summarizes selected information related to mortgage

securitizations at and for the years ended December 31 2009 and 2008

Residential Mortgage

Dollars in millions

For the Year Ended December31

Cash proceeds from new

securitications

Gains on securitizations 23

Cash flows received on residual

interests

At December31

Principal balance outstanding

Residual interests held

Senior securities held

Trading account assets

Available-for-sale debt securities

Total senior securities held

Subordinated securities held 50
Trading account assets

Available-for-sale debt securities

Total subordinated

securities held

2009 2008

346448 123653

73 25

1377

24

313 $3557

29

In addition to the amounts included in the table above during 2009 which include net interest income earned during the holding period

the Corporation purchased $49.2 billion of MBS from third parties and totaled $213 million and $80 million in 2009 and 2008 At

resecuritized them compared to $12.2 billion during 2008 Net gains December 31 2009 and 2008 the Corporation retained $543 million

Agency

Non-Agency

Prime Subprime Alt.A

2009 2008 2009 2008 2009 2008

1038

Commercial Mortgage

2009 2008

2295

13786

16081

25 71 33 23

1255650 1123916 81012 111683 83065 57933 147072 136027 65397 55403
13 48

1308

12507

13815

201

3845

4046

367

4559

4926

12

188 121

200 121

23 122 136
13 20 22 17 23

13 43 22 18 145 136

$431

561

$992

$278

569

$847

469

1215

$1684

168

16

184

Ill The corporation sells residential mortgage loans to GSEs in the normal course of business and receives MBS in exchange which
may then be sold into the market to third party investors for caoh proceeds

121 Net of hedges

131

Substantially all of the residential mortgages securitized are initially classified as LHFS and accounted for ceder the fair value option As such gains are recogeized on these LEIFS prior to securitization During 2009
and 2008 the corporation recugnized $5.5 billies and $1.6 billion of gains on theoe LKFS

141

Generally the corporation as transferor will service the sold bass and thus recognize MSR upon securitizatios

SI As holder of these securities the Corporation receives scheduled intereot and principal payments During 2009 and 2008 there were no significant other-thaotemporary impairment looses recorded on thuse

securities classified as AFS debt securities

15 At December 31 2009 and 2008 substantially all of the residestial mortgage held oeninr securities were valued suing quoted market prices At December 31 2009 substantially all of the commercial mortgage held

senior securities were valued asing quoted market prices while at December 31 2008 substantially all were valued using model valuations

At December 31 2009 substantially all of the residential mortgage held subordinated securities and all of the commercial mortgage held ssbsrdinated eecsrities were valued using quoted market prices while at

December 31 2008 substantially all were valued using model valsatinno
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and $1.0 billion of the senior securities issued in these transactions

which were valued using quoted market prices and recorded in trading

account assets

The Corporation has consumer MSR5 from the sale or securitization of

mortgage loans Servicing fee and ancillary fee income on consumer

mortgage loans serviced including securitizations where the Corporation

has continuing involvement were $6.2 billion and $3.5 billion in 2009

and 2008 Servicing advances on consumer mortgage loans including

securitizations where the Corporation has continuing involvement were

$19.3 billion and $8.8 billion at December 31 2009 and 2008 In addi

tion the Corporation has retained commercial MSRs from the sale or

securitization of commercial mortgage loans Servicing fee and ancillary

fee income on commercial mortgage loans serviced including securitiza

tions where the Corporation has continuing involvement were $49 million

and $40 million in 2009 and 2008 Servicing advances on commercial

mortgage loans including securitizations where the Corporation has con

tinuing involvement were $109 million and $14 million at December 31

2009 and 2008 For more information on MSR5 see Note 22 Mortgage

Sen/icing Rights

The Corporation sells mortgage loans and in the past sold home

equity loans with various representations and warranties related to

among other things the ownership of the loan validity of the lien secur

ing the loan absence of delinquent taxes or liens against the property

securing the loan the process used in selecting the loans for inclusion in

transaction the loans compliance with any applicable loan criteria

established by the buyer and the loans compliance with applicable local

state and federal laws Under the Corporations representations and

warranties the Corporation may be required to repurchase the mortgage

loans with the identified defects indemnify or provide other recourse to

the investor or insurer In such cases the Corporation bears any sub

sequent credit loss on the mortgage loans The Corporations representa

tions and warranties are generally not subject to stated limits and extend

over the life of the loan However the Corporations contractual liability

arises only if there is breach of the representations and warranties that

materially and adversely affects the interest of the investor or pursuant to

such other standard established by the terms of the related selling

agreement The Corporation attempts to limit its risk of incurring these

losses by structuring its operations to ensure consistent production of

quality mortgages and servicing those mortgages at levels that meet

secondary mortgage market standards In addition certain of the Corpo

rations securitizations include corporate guarantees that are contracts

written to protect purchasers of the loans from credit losses up to

specified amount The estimated losses to be absorbed upder the

guarantees are recorded when the Corporation sells the loans with guar

antees The methodology used to estimate the liability for representations

and warranties considers variety of factors and is function of the

representations and warranties given estimated defaults historical loss

experience and probability that the Corporation will be required to

repurchase the loan The Corporation records its liability for representa

tions and warranties and corporate guarantees in accrued expenses and

other liabilities and records the related expense in mortgage banking

income During 2009 and 2008 the Corporation recorded representa

tions and warranties expense of $1.9 billion and $246 million During

2009 and 2008 the Corporation repurchased $1.5 billion and $448 mil

lion of loans from first lien securitization trusts under the Corporations

representations and warranties and corporate guarantees and paid $730

million and $77 million to indemnify the investors or insurers In addition

during 2009 the Corporation repurchased $13.1 billion of loans from

first lien securitization trusts as result of modifications loan delin

quencies or optional clean-up calls

Credit Card Securitizations

The Corporation securitizes originated and purchased credit card loans

The Corporations continuing involvement includes servicing the receiv

ables retaining an undivided interest the sellers interest in the

receivables and holding certain retained interests in credit card

securitization trusts including senior and subordinated securities

interest-only strips discount receivables subordinated interests in

accrued interest and fees on the securitized receivables and cash reserve

accounts The securitization trusts legal documents require the Corpo

ration to maintain minimum sellers interest of four to five percent and

at December 31 2009 the Corporation is in compliance with this

requirement The sellers interest in the trusts represents the Corpo

rations undivided interest in the receivables transferred to the trust and

is pan passu to the investors interest The sellers interest is not repre

sented by security certificates is carried at historical cost and is classi

fied in loans on the Corporations Consolidated Balance Sheet At

December 31 2009 and 2008 the Corporation had $10.8 billion and

$14.8 billion of sellers interest

As specifically permitted by the terms of the transaction documents

and in an effort to address the recent decline in the excess spread due to

the performance of the underlying credit card receivables in the U.S

Credit Card Securitization Trust an additional subordinated security with

stated interest rate of zero percent was issued by the trust to the

Corporation during 2009 the Class security As the issuance was not

treated as sale the Class security was recorded at $7.8 billion

representing the carry-over basis of the sellers interest which is com

prised of the $8.5 billion book value of the loans exchanged less the

associated $750 million allowance for loan and lease losses and was

classified as HTM Future principal
and interest cash flows on the loans

exchanged for the Class security will be returned to the Corporation

through its ownership of the Class security and the U.S Credit Card

Securitization Trusts residual interest Income on this residual interest is

presently recognized in card income as cash is received The Class

security is subject to review for impairment at least on quarterly basis

As the Corporation expects to receive all of the contractually due cash

flows on the Class security there was no other-than-temporary impair

ment at December 31 2009 In addition as permitted by the transaction

documents the Corporation specified that from March 2009 through

September 30 2009 percentage of new receivables transferred to the

trust will be deemed discount receivables and collections thereon will

be added to finance charges which have increased the
yield

in the trust

Through the designation of these newly transferred receivables as dis

count receivables the Corporation has subordinated portion of its sell

ers interest to the investors interest The discount receivables were

initially accounted for at the carry-over basis of the sellers interest and

are subject to impairment review at least on quarterly basis No impair

ment on the discount receivables has been recognized as of

December 31 2009 During 2009 the Corporation extended this agree

ment through March 31 2010 The carrying amount and fair value of the

discount receivables were both $3.6 billion and the carrying amount and

fair value of the retained Class security was $6.6 billion and $6.4 bil

lion at December 31 2009 These actions did not have significant

impact on the Corporations results of operations
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The following table summarizes selected information related to credit card securitizations at and for the year ended December 31 2009 and 2008

Economic assumptions are used in measuring the fair value of certain

residual interests that continue to be held by the Corporation The

expected loss rate assumption used to measure the discount receivables

at December 31 2009 was 13 percent 10 percent and 20 percent

adverse change to the expected loss rate would have caused decrease

of $280 million and $1.2 billion to the fair value of the discount receiv

ables at December 31 2009 The discount rate assumption used to

measure the Class security at December 31 2009 was six percent

100 bps and 200 bps increase in the discount rate would have caused

decrease of $116 million and $228 million to the fair value of the Class

security Conversely 100 bps and 200 bps decrease in the discount

rate would have caused an increase of $120 million and $245 million to

the fair value of the Class security These sensitivities are hypothetical

and should be used with caution As the amounts indicate changes in

fair value based on variations in assumptions generally cannot be

extrapolated because the relationship of the change in assumption to the

change in fair value may not be linear

At December 31 2009 and 2008 there were no recognized servicing

assets or liabilities associated with any of the credit card securitization

transactions The Corporation recorded $2.0 billion and $2.1 billion in

servicing fees related to credit card securitizations during 2009 and

2008

During 2008 the Corporation became one of the
liquidity support

providers for the Corporations commercial paper program that obtains

financing by issuing tranches of commercial paper backed by credit card

receivables to third-party investors from trust sponsored by the Corpo

ration During 2009 the Corporation became the sole liquidity support

provider for the program and increased its
liquidity commitment from

$946 million to $2.3 billion The maximum amount of commercial paper

that can be issued under this program given the current level of liquidity

support is $8.8 billion all of which was outstanding at December 31
2009 and 2008 If certain conditions set forth in the legal documents

governing the trust are not met such as not being able to reissue the

commercial paper due to market illiquidity the commercial paper maturity

dates will be extended to 390 days from the
original

issuance date This

extension would cause the outstanding commercial paper to convert to an

interest-bearing note and subsequent credit card receivable collections

would be applied to the outstanding note balance If these notes are still

outstanding at the end of the extended maturity period the
liquidity

commitment obligates the Corporation and other
liquidity support pro

viders if any to purchase maturity notes from the trust in order to retire

the interest-bearing notes held by investors As maturity note holder

the Corporation would be entitled to the remaining cash flows from the

collateralizing credit card receivables At December 31 2009 and 2008

none of the commercial paper had been extended and there were no

maturity notes outstanding Due to
illiquidity

in the marketplace the

Corporation held $7.1 billion and $5.0 billion of the outstanding commer

cial paper as of December 31 2009 and 2008 which is classified in AFS

debt securities on the Corporations Consolidated Balance Sheet

Other Securitizations

The Corporation also maintains interests in other securitization trusts to

which the Corporation transferred assets including municipal bonds

automobile loans and home equity loans These retained interests

include senior and subordinated securities and residual interests During

2009 the Corporation had cash proceeds from new securitizations of

municipal bonds of $664 million as well as cash flows received on

residual interests of $316 million At December 31 2009 the principal

balance outstanding for municipal bonds securitization trusts was $6.9

billion senior securities held were $122 million and residual interests

held were $203 million The residual interests were valued using model

valuations and substantially all are classified as derivative assets At

December 31 2009 all of the held senior securities issued by municipal

bond securitization trusts were valued using quoted market prices and

classified as trading account assets

During 2009 the Corporation securitized $9.0 billion of automobile

loans in transaction that was structured as secured borrowing under

applicable accounting guidance and the loans are therefore recorded on

the Corporations Consolidated Balance Sheet and excluded from the

following table

Credit Card

Dollars in millions 2009 2008

For the Year Ended December31

cash proceeds from new securitizations 650 20148
Gains on securitizations

81

Collections reinvested in
revolving period securitizations

133771 162332
Cash flows received on residual interests

5512 5771
At December31

Principal balance outstanding 11
103309 114141

Senior securities held 12
7162 4965

Subordinated securities held 31
7993 1837

Other subordinated or residual interests held 14
5195 2233

Ill

Principal balance oatstanding represents the principal balance of credit card receivables that have been legally isolated from the Corporation including those loans represented by the sellers interest that are still held

on the Corporations Consolidated Balance Sheet

121 At December 31 2009 and 2008 held senior securities issued by credit card oecuritizatisn trusts were valued using qusted market prices and substantially all were classified as AFS debt securities and there were no

other-than-temporary impairment losses recorded on those securities

31 At December 31 2009 the $6 billion Class security was carried at amortized cost and classified us HTM debt securities and $1 billion of ether held subordinated securities were valued using quoted market

prices and were classified as AFS debt securities At December31 2008 all of the held subordinated securities were valued using qunted market
prices and classified as AFS debt securities

141 Other subordinated sod residual isterests include discount receivables subordinated interests is accrued interest and fees en the oncuritized receivables and cash reseme accounts and interest-only strips which are

carried at fair value or amounts that approuimate fair value The residual interests were vulued using model valuations Residual interests associated with the Class and discount receivables transactions have not

been recognized
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There were no new securitizations of home equity loans during 2009 and 2008 The following table summarizes selected information related to

home equity and automobile loan securitizations at and for the year ended December 31 2009 and 2008

Home Equity Automobile

Dollars in millions

2009 2008 2009 2008

For the Year Ended December 31

Cash proceeds from new securitizations
741

Losses on securitizations
31

Collections reinvested in revolving period securitizations
177 235

Repurchases of loans from trust
268 128 298 184

Cash flows received on residual interests
35 27 52

At December31

Principal balance outstanding
46282 34169 2656 5385

Senior securities held 34 15 2119 4102

Subordinated securities held
48 195 383

Residual interests held
100 93 83 84

Ill Net of hedges

21 Repurchases of loans from the trust for home equity loans are typically result of the Corporations representations and warruntios mndifcations or the enerciso of an optional clean-up call In addition during 2009

and 2008 the corporation paid $141 million and $34 million to indemnify the innestor or insurer under the reprosentutions and warranties and corporate guarantees For furthor information regarding representations

and warranties and corporate guarantees see the First Lien Mortgage-related Securitizations discussion Repurchases of automobile loans during 2009 and 2008 were due to the exercise of an optional clean-up call

131 As holder of these securities the Corporation recei005 scheduled interest and principal payments During 2009 thorn were no other-than-temporaiy impairment losses recnrded on those securities classified as AFS

debt securities

41 At December 31 2009 all of the held senior securities issued by the home equity seceritization trusts were valued using quoted market prices and classified us trading account assets At December 31 2009 and

2008 substantially all of the held senior securities issued by the automobile secaritization trusts were ealued using quoted market prices and classified as AFS debt securities

51 At December 31 2009 and 2008 substantially all of the held subordinated setarities issued by the home equity securitizatios trusts were valued using model valuations and classified as AFS debt securities At

December 31 2009 and 2008 eubstantially all of the held subordinated securities issued by the automobile securitization trusts were valued using quoted market prices and classified us AFS debt securities

Residual interests include the residual asset onercollaterulization and cash reserve accounts which are curried at fair value or amounts that approximate fair value The residual interests were derived using model

valuations and substantially all are classified in other onsets

Under the terms of the Corporations home equity securitizations

advances are made to borrowers when they draw on their lines of credit

and the Corporation is reimbursed for those advances from the cash

flows in the securitization During the revolving period of the securitiza

tion this reimbursement normally occurs within short period after the

advance However when the seCuritization transaction has begun rapid

amortization period reimbursement of the Corporations advance occurs

only after other parties in the securitization have received all of the cash

flows to which they are entitled This has the effect of extending the time

period for which the Corporations advances are outstanding In partic

ular if loan losses requiring draws on monoline insurers policies which

protect the bondholders in the securitization exceed specified thresh

old or duration the Corporation may not receive reimbursement for all of

the funds advanced to borrowers as the senior bondholders and the

monoline insurers have priority for repayment

The Corporation evaluates all of its home equity securitizations for

their potential to experience rapid amortization event by estimating the

amount and timing of future losses on the underlying loans the excess

spread available to cover such losses and by evaluating any estimated

shortfalls in relation to contractually defined triggers maximum funding

obligation attributable to rapid amortization cannot be calculated as

home equity borrower has the ability to pay down and redraw balances At

December 31 2009 and 2008 home equity securitization transactions

in rapid amortization had $14.1 billion and $13.1 billion of trust certifi

cates outstanding This amount is significantly greater than the amount

the Corporation expects to fund At December 31 2009 an additional

$1.1 billion of trust certificates outstanding pertain to home equity securi

tization transactions that are expected to enter rapid amortization during

the next 24 months The charges that will ultimately be recorded as

result of the rapid amortization events are dependent on the performance

of the loans the amount of subsequent draws and the timing of related

cash flows At December 31 2009 and 2008 the reserve for losses on

expected future draw obligations on the home equity securitizations in or

expected to be in rapid amortization was $178 million and $345 million

The Corporation has consumer MSRs from the sale or securitization of

home equity loans The Corporation recorded $128 million and $78 mil

lion of servicing fee income related to home equity securitizations during

2009 and 2008 For more information on MSRs see Note 22 Mortgage

Servicing Rights At December 31 2009 and 2008 there were no recog

nized servicing assets or liabilities associated with any of the automobile

securitization transactions The Corporation recorded $43 million and

$30 million in servicing fees related to automobile securitizations during

2009 and 2008

The Corporation provides financing to certain entities under asset-

backed financing arrangements These entities are controlled and con

solidated by third parties At December 31 2009 the principal balance

outstanding for these asset-backed financing arrangements was $10.4

billion the maximum loss exposure was $6.8 billion and on-balance

sheet assets were $6.7 billion which are primarily recorded in loans and

leases The total cash flows for 2009 were $491 million and are primarily

related to principal
and interest payments received

NOTE Variabe Interest Entfties

The Corporation utilizes SPE5 in the ordinary course of business to sup

port its own and its customers financing and investing needs These

SPEs are typically
structured as VIEs and are thus subject to con

solidation by the reporting enterprise that absorbs the majority of the

economic risks and rewards of the VIE To determine whether it must

consolidate VIE the Corporation qualitatively analyzes the design of the

VIE to identify
the creators of variability

within the VIE including an

assessment as to the nature of the risks that are created by the assets

and other contractual arrangements of the VIE and identifies whether it

will absorb majority of that variability

In addition the Corporation uses VIEs such as trust preferred secu

rities trusts in connection with its funding activities as described in more

detail in Note 13 Long-term Debt The Corporation also uses VIEs in

the form of synthetic securitization vehicles to mitigate portion of

the credit risk on its residential mortgage loan portfolio as described in
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Note Outstanding Loans and Leases The Corporation has also pro

vided support to or has loss exposure resulting from its involvement with

other VIEs including certain cash funds managed within GWM as

described in more detail in Note 14 Commitments and Contingencies

These VIEs are not included in the tables below

The table below presents the assets and liabilities of VIEs that are

consolidated on the Corporations Consolidated Balance Sheet at

December 31 2009 total assets of consolidated VIEs at December 31
2008 and the Corporations maximum exposure to loss resulting from its

involvement with consolidated VIEs as of December 31 2009 and 2008

The Corporations maximum exposure to loss is based on the unlikely

event that all of the assets in the VIEs become worthless and

incorporates not only potential losses associated with assets recorded on

the Corporations Consolidated Balance Sheet but also potential losses

associated with off-balance sheet commitments such as unfunded liquid

ity commitments and other contractual arrangements The Corporations

maximum exposure to loss does not include losses previously recognized

through write-downs of assets

Consolidated VIEs

Loan and Other

Multi-Seller Investment Leveraged Other

Dollars in millions Conduits Vehicles COOs Lease Trusts Vehicles Total

Consolidated VIEs December 31 2009

Maximum loss exposure 9388 8265 $3863 $5634 $1463 $28613

Consolidated Assets i-

Trading account assets 145 $2785 548 3478
Derivative assets 579 830 1409
Available-for-sale debt securities 3492 1799 1414 23 6728
Held-to-maturity debt securities 2899 2899
Loans and leases 318 11752 5650 17720
All other assets 3087 184 3275

Total 6713 $17362 $4199 $5650 $1585 $35509

Consolidated Liabilities 11

Commercial paper and other short-term borrowings 6748 987 7735
All other liabilities 12127 2753 17 163 15060

Total 6748 $12127 $2753 17 $1150 $22795

Consolidated VIEs December 31 2008

Maximum loss exposure $11304 3189 $2443 $5774 $1497 $24207
Total assets of VIEs 11 9368 4449 2443 5829 1631 23720

ll Total assets and liabilities of consolidated VIEs are reported net of intercompany balances that have been eliminated in consolidation

At December 31 2009 the Corporations total maximum loss incorporates not only potential losses associated with assets recorded on

exposure to consolidated VIEs was $28.6 billion which includes $5.9 bil- the Corporations Consolidated Balance Sheet but also potential losses

lion attributable to the addition of Merrill Lynch primarily loan and other associated with off-balance sheet commitments such as unfunded liquid-

investment vehicles and CDOs ity commitments and other contractual arrangements The Corporations

The table below presents total assets of unconsolidated VIEs in which maximum exposure to loss does not include losses previously recognized

the Corporation holds significant variable interest and Corporation- through write-downs of assets Certain QSPE5 principally municipal bond

sponsored unconsolidated VIEs in which the Corporation holds variable trusts in which the Corporation has continuing involvement are discussed

interest even if not significant at December 31 2009 and 2008 The in Note Securitizatiohs and are also included in the table Assets and

table also presents the Corporations maximum exposure to loss result- liabilities of unconsolidated VIEs recorded on the Corporations Con

ing
from its involvement with these VIEs at December 31 2009 and solidated Balance Sheet at December 31 2009 are also summarized

2008 The Corporations maximum exposure to loss is based on the below

unlikely event that all of the assets in the VIEs become worthless and

Unconsolidated VIEs

Loan and

Multi- Other Real Estate Municipal

Seller Investment Investment Bond Customer Other

Dollars in millions Conduits Vehicles Vehicles Trusts CDO5 Vehicles Vehicles Total

Unconsolidated VIEs December 31 2009
Maximum loss exposure $25135 5571 $4812 $10143 6987 9904 $1232 63784
Total assets of VIEs 13893 11507 4812 12247 56590 13755 1232 114036

On-balance sheet assets

Trading account assets 216 191 1253 1118 2778
Derivative assets 128 167 2085 4708 62 7150
Available-for-sale debt securities 368 368
Loans and leases 318 933 1251
All other assets 60 4287 4812 166 9325

Total 378 5564 $4812 358 3872 5826 62 20872

On-balance sheet liabilities

Derivative liabilities 139 287 781 154 54 1415
All other liabilities 581 1460 856 2897

Total 720 $1460 287 781 1010 54 4312

Unconsolidated VIEs December 31 2008

Maximum loss exposure $42046 2789 $5696 7145 2383 5741 $4170 69970
Total assets of VIEs 27922 5691 5980 7997 2570 6032 4211 60403
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At December 31 2009 the Corporations total maximum loss

exposure to unconsolidated VIEs was $63.8 billion which includes $19.7

billion attributable to the addition of Merrill Lynch primarily customer

vehicles municipal bond trusts and CDO5

Except as described below the Corporation has not provided financial

or other support to consolidated or unconsolidated VIEs that it was not

previously contractually required to provide nor does it intend to do so

Multi-seller Conduits

The Corporation administers four multi-seller conduits which provide

low-cost funding alternative to its customers by facilitating their access to

the commercial paper market These customers sell or otherwise transfer

assets to the conduits which in turn issue short-term commercial paper

that is rated high-grade and is collateralized by the underlying assets The

Corporation receives fees for providing combinations of liquidity and

SBLCs or similar loss protection commitments to the conduits The

Corporation also receives fees for serving as commercial paper place

ment agent and for providing administrative services to the conduits The

Corporations liquidity commitments are collateralized by various classes

of assets and incorporate features such as overcollateralization and cash

reserves that are designed to provide credit support to the conduits at

level equivalent to investment grade as determined in accordance with

internal risk rating guidelines Third parties participate in small number

of the liquidity
facilities on pan passu basis with the Corporation

The Corporation determines whether it must consolidate multi-seller

conduit based on an analysis of projected cash flows using Monte Carlo

simulations which are driven principally by credit risk inherent in the

assets of the conduits Interest rate risk is not included in the cash flow

analysis because the conduits are not designed to absorb and pass along

interest rate risk to investors Instead the assets of the conduits pay

variable rates of interest based on the conduits funding costs The

assets of the conduits typically carry risk rating of AkA to BBB based on

the Corporations current internal risk
rating equivalent which reflects

structural enhancements of the assets including third party insurance

Projected loss calculations are based on maximum binding commitment

amounts probability of default based on the average one-year Moodys

Corporate Finance transition table and recovery rates of 90 percent 65

percent and 45 percent for senior mezzanine and subordinate

exposures Approximately 98 percent of commitments in the uncon

solidated conduits and 69 percent of commitments in the consolidated

conduit are supported by senior exposures Certain assets funded by one

of the unconsolidated conduits benefit from embedded credit enhance

ment provided by the Corporation Credit risk created by these assets is

deemed to be credit risk of the Corporation which is absorbed by third

party investors

The Corporation does not consolidate three conduits as it does not

expect to absorb majority of the variability created by the credit risk of

the assets held in the conduits On combined basis these three con

duits have issued approximately $147 million of capital notes and equity

interests to third parties $142 million of which was outstanding at

December 31 2009 These instruments will absorb credit risk on first

loss basis The Corporation consolidates the fourth conduit which has not

issued capital notes or equity interests to third parties

At December 31 2009 the assets of the consolidated conduit which

consist primarily of debt securities and the conduits unfunded liquidity

commitments were mainly collateralized by $2.2 billion in credit card

loans 25 percent $1.1 billion in student loans 12 percent $1.0 billion

in auto loans 11 percent $680 million in trade receivables eight per

cent and $377 million in equipment loans four percent In addition

$3.0 billion of the Corporations liquidity
commitments were collateralized

by projected cash flows from long-term contracts e.g television broad-

cast contracts stadium revenues and royalty payments which as men

tioned above incorporate features that provide credit support Amounts

advanced under these arrangements will be repaid when cash flows due

under the long-term contracts are received Approximately 74 percent of

this exposure is insured At December 31 2009 the weighted-average

life of assets in the consolidated conduit was estimated to be 3.4 years

and the weighted-average maturity of commercial paper issued by this

conduit was 33 days Assets of the Corporation are not available to pay

creditors of the consolidated conduit except to the extent the Corporation

may be obligated to perform under the
liquidity

commitments and SBLCs

Assets of the consolidated conduit are not available to pay creditors of

the Corporation

The Corporations liquidity commitments to the unconsolidated con

duits all of which were unfunded at December 31 2009 pertained to

facilities that were mainly collateralized by $4.4 billion in trade receiv

ables 18 percent $39 billion in auto loans 16 percent $3.5 billion in

credit card loans 15 percent $2.6 billion in student loans 11 percent

and $2.0 billion in equipment loans eight percent In addition $5.6 bil

lion 24 percent of the Corporations commitments were collateralized by

the conduits short-term lending arrangements with investment funds

primarily real estate funds which as mentioned above incorporate fea

tures that provide credit support Amounts advanced under these

arrangements are secured by diverse group of high quality equity

investors Outstanding advances under these facilities will be repaid

when the investment funds issue capital calls At December 31 2009

the weighted-average life of assets in the unconsolidated conduits was

estimated to be 2.4 years and the weighted-average maturity of commer

cial paper issued by these conduits was 37 days At December 31 2009

and 2008 the Corporation did not hold any commercial paper issued by

the multi-seller conduits other than incidentally and in its role as

commercial paper dealer

The Corporations liquidity SBLCs and similar loss protection commit

ments obligate it to purchase assets from the conduits at the conduits

cost Subsequent realized losses on assets purchased from the uncon

solidated conduits would be reimbursed from restricted cash accounts

that were funded by the issuance of capital notes and equity interests to

third party investors The Corporation would absorb losses in excess of

such amounts If conduit is unable to re-issue commercial paper due to

illiquidity in the commercial paper markets or deterioration in the asset

portfolio the Corporation is obligated to provide funding subject to the

following limitations The Corporations obligation to purchase assets

under the SBLCs and similar loss protection commitments is subject to

maximum commitment amount which is
typically

set at eight to 10 per

cent of total outstanding commercial paper The Corporations obligation

to purchase assets under the liquidity agreements which comprise the

remainder of its exposure is generally limited to the amount of

non-defaulted assets Although the SBLC5 are unconditional the Corpo

ration is not obligated to fund under other
liquidity or loss protection

commitments if the conduit is the subject of voluntary or involuntary

bankruptcy proceeding

One of the unconsolidated conduits holds CDO investments with

aggregate outstanding funded amounts of $318 million and $388 million

and unfunded commitments of $225 million and $162 million at

December 31 2009 and December 31 2008 At December 31 2009

$190 million of the conduits total exposure pertained to an insured CDO

which holds middle market loans The underlying collateral of the remain

ing CDO investments includes $33 million of subprime mortgages and

other investment grade securities All of the unfunded commitments are

revolving commitments to the insured CDO During 2009 and 2008

these investments were downgraded or threatened with downgrade by

the ratings agencies In accordance with the terms of the Corporations
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existing liquidity obligations the conduit had transferred the funded

investments to the Corporation in transaction that was accounted for as

financing transaction due to the conduits continuing exposure to credit

losses of the investments As result of the transfer the CDO invest

ments no longer serve as collateral for commercial paper issuances

The transfers were performed in accordance with existing contractual

requirements The Corporation did not provide support to the conduit that

was not contractually required nor does it intend to provide support in the

future that is not contractually required The Corporation performs

reconsideration analyses for the conduit at least quarterly and the CDO

investments are included in these analyses The Corporation will be

reimbursed for any realized credit losses on these CDO investments up to

the amount of capital notes issued by the conduit which totaled $116

million at December 31 2009 and $66 million at December 31 2008

Any realized losses on the CDO investments that are caused by market

illiquidity or changes in market rates of interest will be borne by the

Corporation The Corporation will also bear any credit-related losses in

excess of the amount of capital notes issued by the conduit The Corpo

rations maximum exposure to loss from the CDO investments was $428

million at December 31 2009 and $484 million at December 31 2008

based on the combined funded amounts and unfunded commitments less

the amount of cash proceeds from the issuance of capital notes which

are held in segregated account

There were no other significant downgrades or losses recorded in

earnings from write-downs of assets held by any of the conduits during

2009

The
liquidity commitments and SBLCs provided to unconsolidated

conduits are included in Note 14 Commitments and Contingencies

Loan and Other Investment Vehicles

Loan and other investment vehicles at December 31 2009 and 2008

include loan securitization trusts that did not meet the requirements to be

QSPEs loan financing arrangements and vehicles that invest in financial

assets typically
debt securities or loans The Corporation determines

whether it is the primary beneficiary of and must consolidate these

investment vehicles based principally on determination as to which party

is expected to absorb majority of the credit risk or market risk created by

the assets of the vehicle Typically the party holding subordinated or

residual interests in vehicle will absorb majority of the risk

Certain loan securitization trusts were designed to meet QSPE require

ments but fail to do so typically as result of derivatives entered into by

the trusts that pertain to interests ultimately retained by the Corporation

due to its
inability to sell such interests as result of

illiquidity in the

market The assets have been pledged to the investors in the trusts The

Corporation consolidates these loan securitization trusts if it retains the

residual interest in the trust and expects to absorb majority of the

variability in cash flows created by the loans held in the trust Investors in

consolidated loan securitization trusts have no recourse to the general

credit of the Corporation as their investments are repaid solely from the

assets of the vehicle

The Corporation uses financing arrangements with SPEs administered

by third parties to obtain low-cost funding for certain financial assets

principally commercial loans and debt securities The third party SPEs

typically commercial paper conduits hold the specified assets subject to

total return swaps with the Corporation If the assets are transferred to

the third party from the Corporation the transfer is accounted for as

secured borrowing If the third party commercial paper conduit issues

discrete series of commercial paper whose only source of repayment is

the specified asset and the total return swap with the Corporation thus

creating silo structure within the conduit the Corporation con

solidates that silo

The Corporation has made investments in alternative investment

funds that are considered to be VIEs because they do not have sufficient

legal form equity at risk to finance their activities or the holders of the

equity at risk do not have control over the activities of the vehicles The

Corporation consolidates these funds if it holds majority of the invest

ment in the fund The Corporation also sponsors funds that provide

guaranteed return to investors at the maturity of the fund This guarantee

may include guarantee of the return of an initial investment or the initial

investment plus an agreed upon return depending on the terms of the

fund Investors in certain of these funds have recourse to the Corporation

to the extent that the value of the assets held by the funds at maturity is

less than the guaranteed amount The Corporation consolidates these

funds if the Corporations guarantee is expected to absorb majority of

the variability created by the assets of the fund

Real Estate Investment Vehicles

The Corporations investment in real estate investment vehicles at

December 31 2009 and 2008 consisted principally of limited partnership

investments in unconsolidated limited partnerships that finance the con

struction and rehabilitation of affordable rental housing The Corporation

earns return primarily through the receipt of tax credits allocated to the

affordable housing projects

The Corporation determines whether it must consolidate these limited

partnerships based on determination as to which party is expected to

absorb majority of the risk created by the real estate held in the vehicle

which may include construction market and operating risk Typically the

general partner in limited partnership will absorb majority of this risk

due to the
legal nature of the limited partnership structure and accord

ingly
will consolidate the vehicle The Corporations risk of loss is miti

gated by policies requiring that the project quality for the expected tax

credits
prior to making its investment The Corporation may from time to

time be asked to invest additional amounts to support troubled project

Such additional investments have not been and are not expected to be

significant

Municipal Bond Trusts

The Corporation administers municipal bond trusts that hold highly-rated

long-term fixed-rate municipal bonds some of which are callable prior to

maturity The vast majority of the bonds are rated AAA or AA and some of

the bonds benefit from insurance provided by monolines The trusts

obtain financing by issuing floating-rate trust certificates that reprice on

weekly or other basis to third party investors The Corporation may serve

as remarketing agent and/or liquidity provider for the trusts The floating-

rate investors have the right to tender the certificates at specified dates

often with as little as seven days notice Should the Corporation be

unable to remarket the tendered certificates it is generally obligated to

purchase them at par under standby liquidity facilities The Corporation is

not obligated to purchase the certificates under the standby liquidity

facilities if bonds credit rating declines below investment grade or in

the event of certain defaults or bankruptcy of the issuer and insurer The

weighted-average remaining life of bonds held in the trusts at

December 31 2009 was 13.6 years There were no material write-dOwns

or downgrades of assets or issuers during 2009

In addition to standby liquidity facilities the Corporation also provides

default protection or credit enhancement to investors in securities issued

by certain municipal bond trusts Interest and principal payments on

floating-rate certificates issued by these trusts are secured by an

unconditional guarantee issued by the Corporation In the event that the

issuer of the underlying municipal bond defaults on any payment of

principal and/or interest when due the Corporation will make any

required payments to the holders of the floating-rate certificates
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Some of these trusts are QSPEs and as such are not subject to

consolidation by the Corporation The Corporation consolidates those

trusts that are not QSPEs if it holds the residual interests or otherwise

expects to absorb majority of the variability created by changes in market

value of assets in the trusts and changes in market rates of interest The

Corporation does not consolidate trust if the customer holds the residual

interest and the Corporation is protected from loss in connection with its

liquidity obligations For example the Corporation may have the ability to

trigger
the liquidation of trust that is not QSPE if the market value of

the bonds held in the trust declines below specified threshold which is

designed to limit market losses to an amount that is less than the

customers residual interest effectively preventing the Corporation from

absorbing the losses incurred on the assets held within the trust

The Corporations liquidity commitments to unconsolidated trusts

totaled $9.8 billion and $6.8 billion at December 31 2009 and 2008 The

increase is due principally to the addition of unconsolidated trusts

acquired through the Merrill Lynch acquisition At December 31 2009 and

2008 the Corporation held $155 million and $688 million of floating-rate

certificates issued by the municipal bond trusts in trading account assets

Collateralized Debt Obligation Vehicles

CDO vehicles hold diversified pools of fixed income securities typically corpo

rate debt or asset-backed securities which they fund by issuing multiple

tranches of debt and equity securities Synthetic CDO5 enter into portfolio

of credit default swaps to synthetically create exposure to fixed income secu

rities Collateralized loan obligations CLO5 are subset of CDO5 which hold

pools of loans typically corporate loans or commercial mortgages CDOs are

typically managed by third party portfolio managers The Corporation trans

fers assets to these CDOs holds securities issued by the CDO5 and may be

derivative counterparty to the CDO5 including credit default swap counter-

party
for synthetic CDOs The Corporation receives fees for structuring CDO5

and providing liquidity support for super senior tranches of securities issued

by certain CDO5 The Corporation has also entered into total return swaps

with certain CDO5 whereby the Corporation will absorb the economic returns

generated by specified assets held by the CDO No third parties provide

significant amount of similar commitments to these CDOs

The Corporation evaluates whether it must consolidate CDO based

principally on determination as to which party is expected to absorb

majority of the credit risk created by the assets of the CDO The Corpo

ration does not typically
retain significant portion of debt securities

issued by CDO When the Corporation structured certain CDOs it

acquired the super senior tranches which are the most senior class of

securities issued by the CDOs and benefit from the subordination of all

other securities issued by the vehicle or provided commitments to sup

port the issuance of super senior commercial paper to third parties When

the CDOs werefirst created the Corporation did not expect its invest

ments or its liquidity
commitments to absorb significant amount of the

variability driven by the credit risk within the CDOs and did not con

solidate the CDO5 When the Corporation subsequently acquired commer

cial paper or term securities issued by certain CDOs during 2009 and

2008 principally as result of its liquidity obligations updated con

solidation analyses were performed Due to credit deterioration in the

pools of securities held by the CDO5 the updated analyses indicated that

the Corporation would now be expected to.absorb majority of the varia

bility and accordingly these CDO5 were consolidated Consolidation did

not have significant impact on the Corporations results of operations

as the Corporations investments and liquidity obligations were recorded

at fair value prior to consolidation The creditors of the consolidated

CDO5 have no recourse to the general credit of the Corporation

The December 31 2009 CDO balances include portfolio of liquidity

exposures obtained in connection with the Merrill Lynch acquisition

including $1.9 billion notional amount of liquidity support provided to

certain synthetic CDO5 in the form of unfunded lending commitments

related to super senior securities The lending commitments obligate the

Corporation to purchase the super senior CDO securities at par value if

the CDOs need cash to make payments due under credit default swaps

held by the CDO5 This portfolio also includes an additional $1.3 billion

notional amount of liquidity exposure to non-SPE third parties that hold

super senior cash positions on the Corporations behalf The Corpo

rations net exposure to loss on these positions after write-downs and

insurance was $88 million at December 31 2009

Liquidity-related
commitments also include $1.4 billion notional

amount of derivative contracts with unconsolidated SPEs principally CDO

vehicles which hold non-super senior CDO debt securities or other debt

securities on the Corporations behalf These derivatives are typically
in

the form of total return swaps which obligate the Corporation to purchase

the securities at the SPEs cost to acquire the securities generally as

result of ratings downgrades The underlying securities are senior secu

rities and substantially all of the Corporations exposures are insured

Accordingly the Corporations exposure to loss consists principally
of

counterparty risk to the insurers These derivatives are included in the

$2.8 billion notional amount of derivative contracts through which the

Corporation obtains funding from third party SPEs discussed in Note 14

Commitments and Contingencies

The $4.6 billion of liquidity exposure described above is included in

the Unconsolidated VIEs table to the extent that the Corporations

involvement with the CDO vehicle meets the requirements for disclosure

For example if the Corporation did not sponsor CDO vehicle and does

not hold significant variable interest the vehicle is not included in the

table

Including such liquidity commitments the portfolio of CDO invest

ments obtained in connection with the Merrill Lynch acquisition and

included in the Unconsolidated VIEs table pertains to CDO vehicles with

total assets of $55.6 billion The Corporations maximum exposure to

loss with regard to these positions is $6.0 billion This amount is sig

nificantly
less than the total assets of the CDO vehicles because the

Corporation typically has exposure to only portion of the total assets

The Corporation has also purchased credit protection from some of the

same CDO vehicles in which it invested thus reducing net exposure to

future loss

At December 31 2008 liquidity commitments provided to CDOs

included written put options with notional amount of $542 million All of

these written put options were terminated in the first quarter of 2009

Leveraged Lease Trusts

The Corporations net involvement with consolidated leveraged lease

trusts totaled $5.6 billion and $5.8 billion at December 31 2009 and

2008 The trusts hold long-lived equipment such as rail cars power gen

eration and distribution equipment and commercial aircraft The Corpo

ration consolidates these trusts because it holds residual interest

which is expected to absorb majority of the variability driven by credit

risk of the lessee and in some cases by the residual risk of the leased

property The net investment represents the Corporations maximum loss

exposure to the trusts in the unlikely event that the leveraged lease

investments become worthless Debt issued by the leveraged lease

trusts is nonrecourse to the Corporation The Corporation has no liquidity

exposure to these leveraged lease trusts

Customer Vehicles

Customer vehicles include credit-linked and equity-linked note vehicles

repackaging vehicles and asset acquisition vehicles which are typically

created on behalf of customers who wish to obtain market or credit

exposure to specific company or financial instrument
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Credit-linked and equity-linked note vehicles issue notes which pay

return that is linked to the credit or equity risk of specified company or

debt instrument The vehicles purchase high-grade assets as collateral

and enter into credit default swaps or equity derivatives to synthetically

create the credit or equity risk to pay the specified return on the notes

The Corporation is typically the counterparty for some or all of the credit

and equity derivatives and to lesser extent it may invest in securities

issued by the vehicles The Corporation may also enter into interest rate

or foreign currency derivatives with the vehicles The Corporation does not

typically consolidate the vehicles because the derivatives create varia

bility which is absorbed by the third party investors The Corporation is

exposed to loss if the collateral held by the vehicle declines in value and

is insufficient to cover the vehicles obligation to the Corporation under

the above-referenced derivatives In addition the Corporation has entered

into derivative contracts typically total return swaps with certain vehicles

which obligate the Corporation to purchase securities held as collateral at

the vehicles cost typically as result of ratings downgrades These

exposures were obtained in connection with the Merrill Lynch acquisition

The underlying securities are senior securities and substantially all of the

Corporations exposures are insured Accordingly the Corporations

exposure to loss consists principally of counterparty risk to the insurers

The Corporation consolidates these vehicles if the
variability

in cash flows

expected to be generated by the collateral is greater than the
variability in

cash flows expected to be generated by the credit or equity derivatives At

December 31 2009 the notional amount of such derivative contracts

with unconsolidated vehicles was $1.4 billion This amount is included in

the $2.8 billion notional amount of derivative contracts through which the

Corporation obtains funding from unconsolidated SPE5 described in Note

14 Commitments and Contingencies The Corporation also has approx

imately $628 million of other liquidity commitments including written put

options and collateral value guarantees with credit-linked and equity-

linked vehicles at December 31 2009

Repackaging vehicles are created to provide an investor with

specific risk profile The vehicles
typically hold security and derivative

that modify the interest rate or currency of that security and issues one

class of notes to single investor These vehicles are generally QSPE5

and as such are not subject to consolidation by the Corporation

Asset acquisition vehicles acquire financial instruments typically

loans at the direction of single customer and obtain funding through

the issuance of structured notes to the Corporation At the time the

vehicle acquires an asset the Corporation enters into total return swap

with the customer such that the economic returns of the asset are

passed through to the customer As result the Corporation does not

consolidate the vehicles The Corporation is exposed to counterparty

credit risk if the asset declines in value and the customer defaults on its

obligation to the Corporation under the total return swap The Corpo

rations risk may be mitigated by collateral or other arrangements

Other Vehicles

Other consolidated vehicles primarily include asset acquisition conduits

and real estate investment vehicles Other unconsolidated vehicles

include asset acquisition conduits and other corporate conduits

The Corporation administers three asset acquisition conduits which

acquire assets on behalf of the Corporation or its customers Two of the

conduits which are unconsolidated acquire assets at the request of

customers who wish to benefit from the economic returns of the specified

assets on leveraged basis which consist principally of liquid exchange-

traded equity securities The consolidated conduit holds subordinated

debt securities for the Corporations benefit The conduits obtain funding

by issuing commercial paper and subordinated certificates to third party

investors Repayment of the commercial paper and certificates is assured

by total return swaps between the Corporation and the conduits and for

unconsolidated conduits the Corporation is reimbursed through total

return swaps with its customers The weighted-average maturity of

commercial paper issued by the conduits at December 31 2009 was 68

days The Corporation receives fees for serving as commercial paper

placement agent and for providing administrative services to the conduits

At December 31 2009 and 2008 the Corporation did not hold any

commercial paper issued by the asset acquisition conduits other than

incidentally and in its role as commercial paper dealer

The Corporation determines whether it must consolidate an asset

acquisition conduit based on the design of the conduit and whether the

third party investors are exposed to the Corporations credit risk or the

market risk of the assets Interest rate risk is not included in the cash

flow analysis because the conduits are not designed to absorb and pass

along interest rate risk to investors who receive current rates of interest

that are appropriate for the tenor and relative risk of their investments

When conduit acquires assets for the benefit of the Corporations cus

tomers the Corporation enters into back-to-back total return swaps with

the conduit and the customer such that the economic returns of the

assets are passed through to the customer The Corporations perform

ance under the derivatives is collateralized by the underlying assets and

as such the third party investors are exposed primarily to the credit risk of

the Corporation The Corporations exposure to the counterparty credit

risk of its customers is mitigated by the aforementioned collateral

arrangements and the ability to liquidate an asset held in the conduit if

the customer defaults on its obligation When conduit acquires assets

on the Corporations behalf and the Corporation absorbs the market risk

of the assets it consolidates the conduit Derivatives related to uncon

solidated conduits are carried at fair value with changes in fair value

recorded in trading account profits losses

Other corporate conduits at December 31 2008 included several

commercial paper conduits which held primarily high-grade long-term

municipal corporate and mortage-backed securities During the second

quarter of 2009 the Corporation was unable to remarket the conduits

commercial paper and in accordance with existing contractual arrange

ments the conduits were liquidated Due to illiquidity in the financial

markets the Corporation purchased majority of these assets At

December 31 2009 the Corporation held $207 million of assets

acquired from the liquidation of other corporate conduits and previous

mandatory sales of assets out of the conduits These assets are

recorded on the Consolidated Balance Sheet in trading account assets
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NOTE 10 Goodwill and Intangible Assets

The following table presents goodwill at December 31 2009 and 2008 Corporation changed its basis of presentation from three segments to six

which includes $5.1 billion of goodwill from the acquisition of Merrill segments effective January 2009 in connection with the Merrill Lynch

Lynch and $4.4 billion of goodwill from the acquisition of Countrywide As acquisition The reporting units utilized for goodwill impairment tests are

discussed in more detail in Note 23 Business Segment In formation the the business segments or one level below the business segments

December31

Dollars in millions

2009 2008

Deposits
$17875 $17805

Global Card Services
22292 22271

Home Loans Insurance
4797 4797

Global Banking
27550 28409

Global Markets 3358 2080

Global Wealth Investment Management
10411 6503

All Other
_________

31 69

Total goodwill
$86314 $81934

No goodwill impairment was recognized for 2009 and 2008 For more accordingly the second step analysis of comparing the implied fair value

information on goodwill impairment testing see the Goodwill and of the reporting units goodwill with the carrying amount of that goodwill

Intangible Assets section of Note Summay of Significant Accounting was performed Although Global Card Services passed step one of the

Principles goodwill impairment analysis to further substantiate the value of the

Based on the results of the annual impairment test at June 30 2009 goodwill balance the Corporation also performed the step two analysis

and due to continued stress on Home Loans Insurance and Global Card for this reporting unit The results of the second step of the goodwill

Services as result of current market conditions the Corporation con- impairment test which were consistent with the results of the annual

cluded that an additional impairment analysis should be performed for impairment test indicated that no goodwill was impaired for2009

these two reporting units as of December 31 2009 In performing the The following table presents the gross carrying values and accumu

first step of the additional impairment analysis the Corporation compared lated amortization related to intangible assets at December 31 2009

the fair value of each reporting unit to its carrying amount including and 2008 Gross carrying amounts include $5.4 billion of intangible

goodwill Consistent with the annual test the Corporation utilized assets related to the Merrill Lynch acquisition consisting of $800 million

combination of the market approach and the income approach for Home of core deposit intangibles $3.1 billion of customer relationships and

Loans Insurance and the income approach for Global Card Services For $1.5 billion of non-amortizing other intangibles

Home Loans Insurance the carrying value exceeded the fair value and

December31

2009 2008

Gross Carrying Accumulated Gross Carrying
Accumulated

Dollars in millions

Value Amortization Value Amortization

Purchased credit card relationships 7179 $3452 7080 $2740

Core deposit intangibles
5394 3722 4594 3284

Customer relationships 4232 760 1104 259

Affinity relationships
1651 75 1638 587

Other intangibles
3438 1183 2009 1020

Total intangible assets $21894 $9868 $16425 $7890

Amortization of intangibles expense was $2.0 billion $1.8 billion and lion $1.6 billion $1.4 billion $1.2 billion and $1.0 billion for 2010

$1.7 billion in 2009 2008 and 2007 respectively The Corporation through 2014 respectively

estimates aggregate amortization expense will be approximately $1.8 bil
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NOTE 11- Deposits
The Corporation had domestic certificates of deposit and other domestic time deposits of $100 thousand or more totaling $99.4 billion and $136.6

billion at December 31 2009 and 2008 Foreign certificates of deposit and other foreign time deposits of $100 thousand or more totaled $67.2 bil

lion and $85.4 billion at December 31 2009 and 2008

Time deposits of $100 thousand or more

Three months Over three months

Dollars in millions or less to twelve months Thereafter Total

Domestic certificates of deposit and other time deposits $44723 $45651 $9058 $99432

Foreign
certificates of deposit and other time deposits 62473 3488 1282 67243

At December 31 2009 the scheduled maturities for total time deposits were as follows

Dollars in millions Domestic Foreign Total

Due in 2010 $174731 $72507 $247238
Due in 2011 14511 402 14913
Due in 2012 3256 312 3568
Due in 2013 3284 216 3500
Due in 2014 2873 40 2913
Thereafter 2282 342 2624

Total time deposits $200937 $73819 $274756

NOTE 12 Shortterm Borrowings Home Loan Bank advances U.S Treasury tax and loan notes and term

Bank of America N.A maintains global program to offer up to max- federal funds purchased are reflected in commercial paper and other

mum of $75.0 billion outstanding at any one time of bank notes with short-term borrowings on the Consolidated Balance Sheet See Note 13

fixed or floating rates and maturities of at least seven days from the date Long-term Debt for information regarding the long-term notes that may be

of issue Short-term bank notes outstanding under this program totaled issued under the $75.0 billion bank note program

$20.6 billion at December 31 2009 compared to $10.5 billion at The following table presents information for short-term borrowings

December 31 2008 These short-term bank notes along with Federal

Short-term Borrowings

2009 2008 2007

Dollars in millions Amount Rate Amount Rate Amount Rate

Federal funds purchased

At December31 4814 0.09% 14432 0.11% 14187 4.15%

Average during year 4239 0.05 8969 1.67 7595 4.84

Maximum month-end balance during year 4814 18788 14187
Securities loaned or sold under agreements to repurchase

At December31 250371 0.39 192166 0.84 207248 4.63

Average during year 365624 0.96 264012 2.54 245886 5.21

Maximum month-end balance during year 430067 295537 277196
Commercial paper

At December31 13131 0.65 37986 1.80 55596 4.85

Average during year 26697 1.03 57337 3.09 57712 5.03

Maximum month-end balance during year 37025 65399 69367
Other short-term borrowings

At December31 56393 1.72 120070 2.07 135493 4.95

Average during year 92083 1.87 125392 2.99 113621 5.18

Maximum month-end balance during year 169602 160150 142047
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The majority of the floating rates are based on three- and six-month

London lnterBank Offered Rates LIBOR
Bank of America Corporation Merrill Lynch Co Inc and subsidiaries

and Bank of America N.A maintain various domestic and international debt

programs to offer both senior and subordinated notes The notes may be

denominated in U.S dollars or foreign currencies At December 31 2009

and 2008 the amount of foreign currency-denominated debt translated into

U.S dollars included in total long-term debt was $156.8 billion and $53.3

billion Foreign currency contracts are used to convert certain foreign

currency-denominated debt into U.S dollars

At December 31 2009 and 2008 Bank of America Corporation was

authorized to issue approximately $119.1 billion and $92.9 billion of

additional corporate debt and other securities under its existing domestic

shelf registration statements At December 31 2009 and 2008 Bank of

America N.A was authorized to issue $35.3 billion and $48.3 billion of

additional bank notes Long-term bank notes outstanding under Bank of

America N.A.s $75.0 billion bank note program totaled $19.1 billion and

$16.2 billion at December 31 2009 and 2008 In addition Bank of

America N.A was authorized to issue $20.6 billion of additional mort

gage notes under the $30.0 billion mortgage bond program at both

December 31 2009 and 2008

The weighted-average effective interest rates for total long-term debt

excluding structured notes total fixed-rate debt and total floating-rate

debt based on the rates in effect at December 31 2009 were 3.62

percent 4.93 percent and 0.80 percent respectively at December 31

2009 and based on the rates in effect at December 31 2008 were

4.26 percent 5.05 percent and 2.80 percent respectively at

December 31 2008

NOTE 13 Long-term Debt

Long-term debt consists of borrowings having an original maturity of one year or more The following table presents the balance of long-term debt at

December 31 2009 and 2008 and the related rates and maturity dates at December 31 2009

December 31

Dollars in millions

2009 2008

Notes issued by Bank of America Corporation

Senior notes

Fixed with weighted-average rate of 4.80% ranging from 0.61% to 7.63% due 2010 to 2043 78282 64799

Floating with weighted-average rate of 1.17% ranging
from 0.15% to 4.57% due 2010 to 2041 47731 51488

Structured notes 8897 5565

Subordinated notes

Fixed with weighted-average rate of 5.69% ranging from 2.40% to 10.20% due 2010 to 2038 28017 29618

Floating with weighted-average rate of 1.60% ranging
from 0.60% to 4.39% due 2016 to 2019 681 650

Junior subordinated notes lrelated to trust preferred securities

Fixed with weighted-average rate of 6.71% ranging from 5.25% to 11.45% due 2026 to 2055 15763 15606

Floating with weighted-average rate of 0.88% ranging from 0.50% to 3.63% due 2027 to 2056 3517 3736

Total notes issued by Bank of America Corporation
182888 171462

Notes issued by Merrill Lynch Co Inc and subsidiaries

Senior notes

Fixed with weighted-average rate of 5.24% ranging from 0.05% to 8.83% due 2010 to 2066 52506

Floating with weighted-average rate of 0.80% ranging
from 0.13% to 5.29% due 2010 to 2044 36624

Structured notes 48518

Subordinated notes

Fixed with weighted-average rate of 6.07% ranging from 0.12% to 8.13% due 2010 to 2038 9258

Floating with weighted-average rate of 1.12% ranging from 0.83% to 1.26% due 2017 to 2037 1857

Junior subordinated notes related to trust preferred securities

Fixed with weighted-average rate of 6.93% ranging from 6.45% to 7.38% due 2062 to 2066 3552

Other long-term debt 2636

Total notes issued by Merrill Lynch Co Inc and subsidiaries 154951

Notes issued by Bank of America N.A and other subsidiaries

Senior notes

Fixed with weighted-average rate of 2.16% ranging
from 0.40% to 8.10% due 2010 to 2027 12461 6103

Floating with weighted-average rate of 0.38% ranging from 0.15% to 3.31% due 2010 to 2051 24846 28467

Subordinated notes

Fixed with weighted-average rate of 5.91% ranging from 5.30% to 7.13% due 2012 to 2036 5193 5593

Floating with weighted-average rate of 0.73% ranging
from 0.25% to 3.76% due 2010 to 2027 2272 2796

Total notes issued by Bank of America N.A and other subsidiaries 44772 42959

Notes issued by NB Holdings Corporation

Junior subordinated notes related to trust preferred securities

Floating 0.85% due 2027 258 258

Total notes issued by NB Holdings Corporation
258 258

Notes issued by BAC North America Holding Company and subsidiaries

Senior notes

Fixed with weighted-average rate of 5.40% ranging from 3.00% to 7.00% due 2010 to 2026 420 562

Junior subordinated notes related to trust preferred securities

Fixed 6.97% perpetual
490 491

Floating with weighted-average rate of 1.54% ranging from 0.31% to 2.03% perpetual
945 940

Total notes issued by BAC North America Holding Company and subsidiaries 1855 1993

Other debt

Advances from Federal Home Loan 6anks

Fixed with weighted-average rate of 4.08% ranging
from 0.36% to 8.29% due 2010 to 2028 53032 48495

Floating
with weighted-average rate of 0.14% ranging from 0.13% to 0.14% due 2011 to 2013 750 2750

Other 15 375

Total other debt 53797 51620

Total long-term debt $438521 $268292
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The weighted-average interest rate for debt excluding structured

notes issued by Merrill Lynch Co Inc and subsidiaries was 3.73

percent at December 31 2009 The Corporation has not assumed or

guaranteed the $154 billion of long-term debt that was issued or guaran

teed by Merrill Lynch Co Inc or its subsidiaries prior to the acquisition

of Merrill Lynch by the Corporation Beginning late in the third quarter of

2009 in connection with the update or renewal of certain Merrill Lynch

international securities offering programs the Corporation agreed to

guarantee debt securities warrants and/or certificates issued by certain

subsidiaries of Merrill Lynch Co Inc on going forward basis All exist

ing Merrill Lynch Co Inc guarantees of securities issued by those

Certain structured notes contain provisions whereby the borrowings

are redeemable at the option of the holder put options at specified

dates prior to maturity Other structured notes have coupon or repayment

terms linked to the performance of debt or equity securities indices

currencies or commodities and the maturity may be accelerated based on

the value of referenced index or security In both cases the Corporation

or subsidiary may be required to settle the obligation for cash or other

securities prior to the contractual maturity date These borrowings are

reflected in the above table as maturing at their earliest put or

redemption date

Trust Preferred and Hybrid Securities

Trust preferred securities Trust Securities are issued by trust companies

the Trusts that are not consolidated These Trust Securities are manda

torily redeemable preferred security obligations of the Trusts The sole

assets of the Trusts generally are junior subordinated deferrable interest

notes of the Corporation or its subsidiaries the Notes The Trusts gen

erally are 100 percent owned finance subsidiaries of the Corporation

Obligations associated with the Notes are included in the Long-term Debt

table on the previous page

Certain of the Trust Securities were issued at discount and may be

redeemed prior to maturity at the option of the Corporation The Trusts

generally have invested the proceeds of such Trust Securities in the

Notes Each issue of the Notes has an interest rate equal to the corre

sponding Trust Securities distribution rate The Corporation has the
right

to defer payment of interest on the Notes at any time or from time to time

for period not exceeding five years provided that no extension period

may extend beyond the stated maturity of the relevant Notes During any

such extension period distributions on the Trust Securities will also be

deferred and the Corporations ability to pay dividends on its common and

preferred stock will be restricted

The Trust Securities generally are subject to mandatory redemption

upon repayment of the related Notes at their stated maturity dates or

their earlier redemption at redemption price equal to their liquidation

amount plus accrued distributions to the date fixed for redemption and

the premium if any paid by the Corporation upon concurrent repayment

of the related Notes

Periodic cash payments and payments upon liquidation or redemption

with respect to Trust Securities are guaranteed by the Corporation or its

same Merrill Lynch subsidiaries under various international securities

offering programs will remain in full force and effect as long as those

securities are outstanding and the Corporation has not assumed any of

those
prior Merrill Lynch Co Inc guarantees or otherwise guaranteed

such securities

In addition certain structured notes acquired in the acquisition of

Merrill Lynch are accounted for under the fair value option For more

information on these structured notes see Note 20 Fair Value

Measurements

Aggregate annual maturities of long-term debt obligations at

December 31 2009 are as follows

subsidiaries to the extent of funds held by the Trusts the Preferred Secu

rities Guarantee The Preferred Securities Guarantee when taken

together with the Corporations other obligations including its obligations

under the Notes generally will constitute full and unconditional guaran

tee on subordinated basis by the Corporation of payments due on the

Trust Securities

Hybrid Income Term Securities HITS totaling $1.6 billion were also

issued by the Trusts to institutional investors in 2007 The BAC Capital

Trust XIII Floating Rate Preferred HITS have distribution rate of three-

month LIBOR plus 40 bps and the BAC Capital Trust XIV Fixed-to-Floating

Rate Preferred HITS have an initial distribution rate of 5.63 percent Both

series of HITS represent beneficial interests in the assets of the

respective capital trust which consist of series of the Corporations

junior subordinated notes and stock purchase contract for specified

series of the Corporations preferred stock The Corporation will remarket

the junior subordinated notes underlying each series of HITS on or about

the five-year anniversary of the issuance to obtain sufficient funds for the

capital trusts to buy the Corporations preferred stock under the stock

purchase contracts

In connection with the HITS the Corporation entered into two replace

ment capital covenants for the benefit of investors in certain series of the

Corporations long-term indebtedness Covered Debt As of

December 31 2009 the Corporations 6.625% Junior Subordinated

Notes due 2036 constitute the Covered Debt under the covenant corre

sponding to the Floating Rate Preferred HITS and the Corporations

5.625% Junior Subordinated Notes due 2035 constitute the Covered

Debt under the covenant corresponding to the Fixed-to-Floating Rate Pre

ferred HITS These covenants generally restrict the ability of the Corpo

ration and its subsidiaries to redeem or purchase the HITS and related

securities unless the Corporation has obtained the prior approval of the

Board of Governors of the Federal Reserve System Federal Reserve if

required under the Federal Reserves capital guidelines the redemption

or purchase price of the HITS does not exceed the amount received by

the Corporation from the sale of certain qualifying securities and such

replacement securities qualify as Tier Capital and are not restricted

core capital elements nder the Federal Reserves guidelines

Also included in the outstanding Trust Securities and Notes in the

following table are non-consolidated wholly owned subsidiary funding

vehicles of BAC North America Holding Company BACNAH formerly ABN

Dollars in millions 2010 2011 2012 2013 2014 Thereafter Total

Bank of America
Corporation $23354 $15711 $39880 7714 $16119 80110 $182888

Merrill
Lynch Co Inc and subsidiaries 31680 19867 18760 21246 17210 46188 154951

Bank of America NA and other subsidiaries 20779 68 5759 3240 99 14837 44772
NB

Holdings Corporation 258 258

BAC North America Holding Company and subsidiaries 74 43 15 26 45 1652 1855
Other 23257 18364 5597 5132 1272 175 53797

Total $99144 $54043 $70011 $37358 $34745 $143220 $438521
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AMRO North America Holding Company and its subsidiary LaSalle that

issued preferred securities Funding Securities These subsidiary funding

vehicles have invested the proceeds of their Funding Securities in sepa

rate series of preferred securities of BACNAH or LaSalle as applicable

BACNAH Preferred Securities The BACNAH Preferred Securities and the

corresponding Funding Securities are non-cumulative and permit

nonpayment of dividends within certain limitations The issuance dates

for the BACNAH Preferred Securities and the related Funding Securities

range from 2000 to 2001 These Funding Securities are subject to

mandatory redemption upon repayment by the issuer of the corresponding

series of BACNAH Preferred Securities at redemption price equal to

their liquidation amount plus accrued and unpaid distributions for up to

one quarter

For additional information on Trust Securities for regulatory capital

purposes see Note 16 Regulatory Requirements and Restrictions
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Dollars in millions

Issuer

Bank of America

Capital Trust

Capital Trust II

Capital Trust Ill

Capital Trust IV

Capital Trust

Capital Trust VI

Capital Trust VII 11

Capital Trust VIII

Capital Trust

Capital Trust Xl

Capital Trust Xli

Capital Trust XIII

Capital Trust XIV

al Trust XV

NationsBank

Capital Trust II

Capital Trust Ill

alTrust IV

BankAnierica

Institutional Capital

Institutional Capital

Capital II

Capital
III

Barnett

Capital Ill

Fleet

Capital Trust II

Capital Trust

Capital Trust VIII

Capital Trust IX

BankBoston

Capital Trust III

Capital Trust IV

Progress

Capital Trust

Capital Trust II

Capital Trust III

Capital Trust IV

MBNA

Capital Trust

Capital Trust

Capital Trust

Capital Trust

ABN AMRO North America

Series

Series II

Series ill

Series IV

Series

Series VI

Series VII

Series IX

Series

Series Xl

Series XII

Series XIII

LaSalle

Series

of Trust

Issuance Date Securities

December 2001 575

Jasuary 2002 900

August2002 500

April 2003 375

November 2004 518

March 2005 1000

August 2005 1415

August2005 530

March 2006 900

May 2006 1000

August 2006 863

February 2007 700

February 2007 850

May 2007 500

December 1996 365

February 1997 500

April 1997 500

November 1996 450

November 1996 300

December 1996 450

Jasuary 1997 400

January 1997 250

December 1996 250

December 1998 250

March 2002 534

July2003 175

June 1.997 250

June 1998 250

The following table is summary of the outstanding Trust and Hybrid Securities and the related Notes at December 31 2009 as originated by Bank

of America Corporation and its predecessor companies and subsidiaries

Aggregate Aggregate

Principal Principal

Amount Amount

of the Stated Maturity Per Annum Interest Interest Payment

Notes of the Notes Rate of the Notes _______________ Dates Redemption Period

593 December 2031 7.00% 3/156/159/1512/15 On or utter 12/15/06

928 February 2032 7.00 2/15/18/111/1 On or after 2/01/07

516 August 2032 7.00 2/1SS/158/1511/15 On or after 8/15/07

387 May 2033 5.88 2/15/18/111/1 On or after 5/01/08

534 November 2034 6.00 2/35/38/311/3 On or after 11/03/09

1031 March 2035 5.63 3/89/8 Asy time

1415 August 2035 5.25 2/108/10 Any time

546 August 2035 6.00 2/255/258/2511/25 On or after 8/25/10
928 March 2055 6.25 3/296/299/2912/29 On or after 3/29/11

1031 May 2036 6.63 5/2311/23 Any time

890 August 2055 6.88 2/25/28/211/2 Os or after 8/02/11

700 March 2043 3-mo LIBOR 40 bps 3/156/159/1512/15 Os or after 3/15/17

850 March 2043 5.63 3/159/15 On or ofter 3/15/17

500 June 2056 3-mo LIBOR 80 bps 3/16/19/112/1 On or after 6/01/37

376 December 2026 7.83 6/1512/15 On or after 12/15/06

515 January 2027 3-mo LIBOR 55 bps 1/154/157/1510/15 Os or after 1/15/07

515 April 2027 8.25 4/1510/15 On or after 4/15/07

464 December 2026 8.07 6/3012/31 On or after 12/31/06

309 December 2026 7.70 6/3012/31 Do or after 12/31/06

464 December 2026 8.00 6/1512/15 Os or after 12/15/06

412 January 2027 3-mo LIBOR 57 bps 1/154/157/1510/15 On or after 1/15/02

258 February 2027 3-mo LIBOR 62.5 bps 2/15/18/111/1 On or after 2/01/07

258 December 2026 7.92 6/1512/15 On or after 12/15/06

258 December 2028 3-mo LIBOR 100bps 3/186/189/1812/18 On or after 12/18/03

550 March 2032 7.20 3/156/159/1512/15 Os or after 3/08/07

180 August 2033 6.00 2/15/18/111/1 On or after 7/31/08

258 June 2027 3-mo LIBOR 75 bps 3/156/159/1512/15 On or after 6/15/07

258 Juse 2028 3-mo LIBOR 60 bps 3/86/89/812/8 Door after 6//p

June 2027 10.50 6/112/1 Door after 6/01/07

July 2030 11.45 1/197/19 On or after 7/19/10
10 November 2032 3-mo LIBOR 335 bps 2/155/158/1511/15 On or efter 11/15/07

January 2033 3-mo LIBOR 335 bps 1/74/77/710/7 On or after 1/07/08

258 December 2026 8.28 6/112/1 On or after 12/01/06

289 February 2027 3-mo LIBOR 80 bps 2/15/18/111/1 Os or after 2/01/07

309 October 2032 8.13 1/14/17/110/1 On or after 10/01/07

206 February 2033 8.10 2/155/158/1511/15 On or after 2/15/08

77 Perpetual 3-mo LIBOR 175 bps 2/155/158/1511/15 Door after 11/8/12

77 Perpetual 3-mo LIBOR 175 bps 3/156/159/1512/15 Door after 11/8/12

77 Perpetual 3-mo LIBOR 175 bpu 1/154/157/1510/15 On or after 11/8/12

77 Perpetual 3-mo LIBOR 175 bps 2/285/308/3011/30 On or ufter 11/8/12

77 Perpetual 3-mo LIBOR 175 bps 3/306/309/3012/30 On or after 11/8/12

77 Perpetual 3-mo LIBOR 175 bps 1/304/307/3010/30 On or after 11/8/12

88 Perpetual 3-mo LIBOR 175 bps 3/156/159/1512/15 On or after 11/8/12

70 Perpetual 3-mo LIBOR 175 bps 3/56/59/512/5 On or after 11/8/12

53 Perpetual 3-mo LIBOR 175 bps 3/126/129/1212/12 Door after 11/8/12

27 Perpetual 3-mo LIBOR 175 bps 3/266/269/2612/26 Door after 11/8/12

80 Perpetual 3-mo LIBOR 175 bps 1/104/107/1010/10 Door after 11/8/12

70 Perpetual 3-mo LIBOR 175 bps
/9/0/0/9/17/9/01 0/9A Door efter 11/8/12

June 1997

July 2000

November 2002

December 2002

December 1996

January 1997

Jene 2002

November 2002

May 2001

May 2001

May 2001

May 2001

May 2001

May 2001

May 2001

June 2001

June 2001

June 2001

June 2001

lone 20111

10

250

280

300

200

77

77

77

77

77

77

88

70

53

27

80

70

6.97% through 9/15/2010

3-mo LIBOR 105.5 bps

August 2000 491 491 Perpetual thereafter 3/156/159/1512/15 Os or after 9/15/10
Series 3-mo LIBOR 5.5 bps

through 9/15/2010 3-mo

LIBOR 105.5 bps

September 2000 95 95 Perpetuel thereafter 3/156/159/1512/15 Os or after 9/15/10

Countrywide

Capital III June 1997 200 206 June 2027 8.05 6/1512/15 Only under special eveot

Capital IV
April 2003 500 515 April 2033 6.75 1/14/17/110/1 On or after 4/11/08

cftpital November 2006 1495 1496 November 2036 7.00 2/15/18/111/1 On or after 11/1/11

Merrill Lynch

Preferred Capital Trust III January 1998 750 900 Perpetual 7.00 3/306/309/3012/30 On or after 3/08

Preferred Capital Trust IV Juse 1998 400 480 Perpetual 7.12 3/306/309/3012/30 On or after 6/08

Preferred Capital Trust November 1998 850 1021 Perpetual 7.28 3/306/309/3012/30 On or after 9/08

Capital Trust December 2006 1050 1051 December 2066 6.45 3/156/159/1512/15 On or after 12/11

Capital Trust II May 2007 950 951 June 2062 6.45 3/156/159/1512/15 On or after 6/12

çrypital Trust Ill

Asgust 2007 750 75 September 2062 7.375 3/156/159/1512/15 Do or after 9/1.2

Total $24991 $25823

01 Aggregate principal amount of nones were issued is British Puund Presentation currency is U.S Dollar
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carrying amount of these commitments excluding commitments

accounted for under the fair value option was $1.5 billion including

deferred revenue of $34 million and reserve for unfunded legally binding

lending commitments of $1.5 billion At December 31 2008 the com

parable amounts were $454 million $33 million and $421 million The

carrying amount of these commitments is recorded in accrued expenses

and other liabilities

The table below also includes the notional amount of commitments of

$27.0 billion and $16.9 billion at December 31 2009 and 2008 which

are accounted for under the fair value option However the table below

excludes the fair value adjustment of $950 million and $1.1 billion on

these commitments that was recorded in accrued expenses and other

liabilities For information regarding the Corporations loan commitments

accounted for at fair value see Note 20 Fair Value Measurements

Expires after Expires after

Expires in Year through Years through Expires after

Dollars in millions
Year or Less Years Years Years Total

Credit extension commitments December 31 2009

Loan commitments $149248 $187585 $30897 28489 396219

Home equity lines of credit 1810 3272 10667 76924 92673

Standby letters of credit and financial guarantees 29794 27789 4923 13739 76245

commercial letters of credit 2020 40 1465 3525

Legally binding commitments 182872 218686 46487 120617 568662

Credit card lines 541919 541919

Total credit extension commitments $724791 $218686 $46487 $120617 $1110581

Credit extension commitments December 31 2008

Loan commitments $128992 $120234 $67111 31200 347537

Home equity lines of credit 3883 2322 4799 96415 107419

Standby letters of credit and financial guarantees 11 33350 26090 8328 9812 77580

Commercial letters of credit 2228 29 1507 3765

Legally binding commitments 168453 148675 80239 138934 536301

Credit card lines 827350 827350

Total credit extension commitments $995803 $148675 $80239 $138934 $1363651

Ill At December 31 2009 the notional amount of SBLC and financial guarantees classified as inveutment grade and non-investment grude bused on the credit quality of the underlying reference name within the

instrument were $45.1 billion and $31.2 billion compared to $54.4 billion and $23.2 billion at December 31 2008

121 Includes commitments to unconsolidated VIE0 and certain QSPE0 diucloued in Note Variable interest Entities including $25.1 billion and $41.6 billion to multi-seller conduits and $9.8 billion and $6.8 billion to

municipal band trusts at December 31 2009 and 2008 Alsa includes commitments to SPEO that are nat disclosed in Note Variable Interest Entities because the Corporation does not hold significant variable

interest including $368 million und $980 million to cuotomer-spansored conduits at December 31 2009 and 2008

131 Includes business card unused linen of credit

Legally binding commitments to extend credit generally have specified

rates and maturities Certain of these commitments have adverse change

clauses that help to protect the Corporation against deterioration in the

borrowers ability
to pay

Other Commitments

Global Principal Investments and Other Equity Investments

At December 31 2009 and 2008 the Corporation had unfunded equity

investment commitments of approximately $2.8 billion and $1.9 billion

These commitments generally relate to the Corporations Global Principal

Investments business which is comprised of diversified portfolio
of

investments in private equity real estate and other alternative invest

ments These investments are made either directly in company or held

through fund Bridge equity commitments provide equity bridge financ

ing
to facilitate clients investment activities These conditional commit

ments are generally retired prior to or shortly following funding via

syndication or the clients decision to terminate Where the Corporation

has binding equity bridge commitment and there is market disruption

or other unexpected event there is heightened exposure in the portfolio

and higher potential for loss unless an orderly disposition of the

exposure can be made At December 31 2009 the Corporation did not

have any unfunded bridge equity commitments The Corporation had

funded equity bridges of $1.2 billion that were committed prior to the

market disruption These equity bridges are considered held for invest

ment and recorded in other assets In 2009 the Corporation recorded

total of $670 million in losses in equity investment income related to

these investments At December 31 2009 these equity bridges had

zero balance

Loan Purchases

In 2005 the Corporation entered into an agreement for the committed

purchase of retail automotive loans over five-year period ending

June 30 2010 The Corporation purchased $6.6 billion of such loans in

2009 and purchased $12.0 billion of such loans in 2008 under this

agreement As of December 31 2009 the Corporation was committed

for additional purchases of $6.5 billion over the remaining term of the

agreement All loans purchased under this agreement are subject to

comprehensive set of credit criteria This agreement is accounted for as

derivative liability with fair value of $189 million and $316 million at

December 31 2009 and 2008

At December 31 2009 the Corporation had commitments to pur

chase loans e.g residential mortgage and commercial real estate of

$2.2 billion which upon settlement will be included in loans or LHFS

NOTE 14 Commitments and Contingencies

In the normal course of business the Corporation enters into number of

off-balance sheet commitments These commitments expose the Corpo

ration to varying degrees of credit and market risk and are subject to the

same credit and market risk limitation reviews as those instruments

recorded on the Corporations Consolidated Balance Sheet

Credit Extension Commitments

The Corporation enters into commitments to extend credit such as loan

commitments SBLCs and commercial letters of credit to meet the financ

ing needs of its customers The unfunded legally binding lending

commitments shown in the following table are net of amounts distributed

e.g syndicated to other financial institutions of $30.9 billion and $46.9

billion at December 31 2009 and 2008 At December 31 2009 the
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Operating Leases

The Corporation is party to operating leases for certain of its premises

and equipment Commitments under these leases are approximately $3.1

billion $2.8 billion $2.3 billion $1.9 billion and $1.5 billion for 2010

through 2014 respectively and $8.1 billion for all years thereafter

Other Commitments

At December 31 2009 the Corporation had commitments to enter into

forward-dated resale and securities borrowing agreements of $51.8 bil

lion In addition the Corporation had commitments to enter into forward-

dated repurchase and securities lending agreements of $58.3 billion All

of these commitments expire within the next 12 months

Beginning in the second half of 2007 the Corporation provided sup

port to certain cash funds managed within GWIM The funds for which the

Corporation provided support typically invested in high quality short-term

securities with
portfolio weighted-average maturity of 90 days or less

including securities issued by SIVs and senior debt holdings of financial

service companies Due to market disruptions certain investments in

SIV5 and senior debt securities were downgraded by the ratings agencies

and experienced decline in fair value The Corporation entered into capi

tal commitments under which the Corporation provided cash to these

funds as result of the net asset value per unit of fund declining below

certain thresholds All capital commitments to these cash funds have

been terminated In 2009 and 2008 the Corporation recorded losses of

$195 million and $1.1 billion related to these capital commitments

The Corporation does not consolidate the cash funds managed within

GWIM because the subordinated support provided by the Corporation did

not absorb majority of the variability created by the assets of the funds

In reaching this conclusion the Corporation considered both interest rate

and credit risk The cash funds had total assets under management of

$104.4 billion and $185.9 billion at December 31 2009 and 2008

In connection with federal and state securities regulators the Corpo

ration agreed to purchase at par ARS held by certain customers During

2009 the Corporation purchased net $3.8 billion of ARS from its cus

tomers At December 31 2009 the Corporations outstanding buyback

commitment was $291 million

In addition the Corporation has entered into agreements with pro

viders of market data communications systems consulting and other

office-related services At December 31 2009 the minimum fee

commitments over the remaining life of these agreements totaled $2.3

billion

Other Guarantees

Bank-owned Life insurance Book Vaue Protecflon

The Corporation sells products that offer book value protection to

insurance carriers who offer group life insurance policies to corporations

primarily banks The book value protection is provided on portfolios of

intermediate investment-grade fixed income securities and is intended to

cover any shortfall in the event that policyholders surrender their policies

and market value is below book value To manage its exposure the

Corporation imposes significant restrictions on surrenders and the man
ner in which the portfolio is liquidated and the funds are accessed In

addition investment parameters of the underlying portfolio are restricted

These constraints combined with structural protections including cap

on the amount of risk assumed on each policy are designed to provide

adequate buffers and guard against payments even under extreme stress

scenarios These guarantees are recorded as derivatives and carried at

fair value in the trading portfolio At December 31 2009 and 2008 the

notional amount of these guarantees totaled $15.6 billion and $15.1 bil

lion and the Corporations maximum exposure related to these guaran

tees totaled $4.9 billion and $4.8 billion with estimated maturity

dates between 2030 and 2040 As of December 31 2009 and 2008

the Corporation has not made payment under these products The

probability of surrender has increased due to investment manager under-

performance and the deteriorating financial health of policyholders but

remains small percentage of total notional

Empoyee Refirement Protecflon

The Corporation sells products that offer book value protection primarily

to plan sponsors of Employee Retirement Income Security Act of 1974

ERISA governed pension plans such as 401k plans and 457 plans

The book value protection is provided on portfolios of intermediate/short-

term investment-grade fixed income securities and is intended to cover

any shortfall in the event that plan participants continue to withdraw

funds after all securities have been liquidated and there is remain

ing
book value The Corporation retains the option to exit the contract at

any time If the Corporation exercises its option the purchaser can

require the Corporation to purchase high quality fixed income securities

typically government or government-backed agency securities with the

proceeds of the liquidated assets to assure the return of principal To

manage its exposure the Corporation imposes significant restrictions and

constraints on the timing of the withdrawals the manner in which the

portfolio is liquidated and the funds are accessed and the investment

parameters of the underlying portfolio These constraints combined with

structural protections are designed to provide adequate buffers and

guard against payments even under extreme stress scenarios These

guarantees are recorded as derivatives and carried at fair value in the

trading portfolio At December 31 2009 and 2008 the notional amount

of these guarantees totaled $36.8 billion and $37.4 billion with esti

mated maturity dates between 2010 and 2014 if the exit option is

exercised on all deals As of December 31 2009 and 2008 the Corpo

ration has not made payment under these products and has assessed

the probability of payments under these guarantees as remote

hidemnifcaflons

In the ordinary course of business the Corporation enters into various

agreements that contain indemnifications such as tax indemnifications

whereupon payment may become due if certain external events occur

such as change in tax law The indemnification clauses are often stan

dard contractual terms and were entered into in the normal course of

business based on an assessment that the risk of loss would be remote

These agreements typically contain an early termination clause that per

mits the Corporation to exit the agreement upon these events The max

imum potential future payment under indemnification agreements is

difficult to assess for several reasons including the occurrence of an

external event the
inability to predict future changes in tax and other

laws the difficulty in determining how such laws would apply to parties in

contracts the absence of exposure limits contained in standard contract

language and the timing of the early termination clause Historically any

payments made under these guarantees have been de minimis The

Corporation has assessed the probability of making such payments in the

future as remote

Merchant Servces

On June 26 2009 the Corporation contributed its merchant processing

business to joint venture in exchange for 46.5 percent ownership

interest in the joint venture The Corporation indemnified the joint venture

for any losses resulting from transactions processed through June 26

2009 on the contributed merchant portfolio

The Corporation on behalf of the joint venture provides credit and

debit card processing services to various merchants by processing credit

and debit card transactions on the merchants behalf In connection with

these services liability may arise in the event of billing dispute

between the merchant and cardholder that is ultimately resolved in the
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cardholders favor and the merchant defaults upon its obligation to

reimburse the cardholder cardholder through its issuing bank gen

erally has until the later of up to six months after the date transaction

is processed or the delivery of the product or service to present charge-

back to the joint venture as the merchant processor If the joint venture is

unable to collect this amount from the merchant it bears the loss for the

amount paid to the cardholder The
joint

venture is primarily liable for any

losses on transactions from the contributed portfolio that occur after

June 26 2009 However if the
joint venture fails to meet its obligation to

reimburse the cardholder for disputed transactions then the Corporation

could be held liable for the disputed amount In 2009 and 2008 the

Corporation processed $323.8 billion and $369.4 billion of transactions

and recorded losses as result of these chargebacks of $26 million and

$21 million

At December 31 2009 and 2008 the Corporation on behalf of the

joint venture held as collateral $26 million and $38 million of merchant

escrow deposits which may be used to offset amounts due from the

individual merchants The
joint

venture also has the right to offset any

payments with cash flows otherwise due to the merchant Accordingly the

Corporation believes that the maximum potential exposure is not repre

sentative of the actual potential loss exposure The Corporation believes

the maximum potential exposure for chargebacks would not exceed the

total amount of merchant transactions processed through Visa and Mas

terCard for the last six months which represents the claim period for the

cardholder plus any outstanding delayed-delivery transactions As of

December 31 2009 and 2008 the maximum potential exposure totaled

approximately $131.0 billion and $147.1 billion The Corporation does

not expect to make material payments in connection with these guaran

tees The maximum potential exposure disclosed above does not include

volumes processed by First Data contributed portfolios

Brokerage Business

For portion of the Corporations brokerage business the Corporation

has contracted with third party to provide clearing services that include

underwriting margin loans to the Corporations clients This contract stip

ulates that the Corporation will indemnify the third party for any margin

loan losses that occur in its issuing margin to the Corporations clients

The maximum potential future payment under this indemnification was

$657 million and $577 million at December 31 2009 and 2008 Histor

ically any payments made under this indemnification have not been

material As these margin loans are highly collateralized by the securities

held by the brokerage clients the Corporation has assessed the proba

bility
of making such payments in the future as remote This

indemnification would end with the termination of the clearing contract

Other Derivative Contracts

The Corporation funds selected assets including securities issued by

CDO5 and CLOs through derivative contracts typically
total return swaps

with third parties and SPEs that are not consolidated on the Corporations

Consolidated Balance Sheet At December 31 2009 the total notional

amount of these derivative contracts was approximately $4.9 billion with

commercial banks and $2.8 billion with SPE5 The underlying securities

are senior securities and substantially all of the Corporations exposures

are insured Accordingly the Corporations exposure to loss consists

principally of counterparty risk to the insurers In certain circumstances

generally as result of ratings downgrades the Corporation may be

required to purchase the underlying assets which would not result in

additional gain or loss to the Corporation as such exposure is already

reflected in the fair value of the derivative contracts

Other Guarantees

The Corporation sells products that guarantee the return of principal to

investors at preset future date These guarantees cover broad range

of underlying asset classes and are designed to cover the shortfall

between the market value of the underlying portfolio
and the principal

amount on the preset future date To manage its exposure the Corpo

ration requires that these guarantees be backed by structural and invest

ment constraints and certain pre-defined triggers
that would require the

underlying assets or portfolio to be liquidated and invested in zero-coupon

bonds that mature at the preset future date The Corporation is required

to fund any shortfall at the preset future date between the proceeds of

the liquidated assets and the purchase price of the zero-coupon bonds

These guarantees are recorded as derivatives and carried at fair value in

the trading portfolio At December 31 2009 and 2008 the notional

amount of these guarantees totaled $2.1 billion and $1.3 billion These

guarantees have various maturities ranging from two to five years At

December 31 2009 and 2008 the Corporation had not made payment

under these products and has assessed the probability of payments

under these guarantees as remote

The Corporation has entered into additional guarantee agreements

including lease end obligation agreements partial
credit guarantees on

certain leases real estate joint venture guarantees sold risk participation

swaps and sold put options that require gross settlement The maximum

potential future payment under these agreements was approximately

$3.6 billion and $7.3 billion at December 31 2009 and 2008 The esti

mated maturity dates of these obligations are between 2010 and 2033

The Corporation has made no material payments under these guarantees

In addition the Corporation has guaranteed the payment obligations

of certain subsidiaries of Merrill Lynch on certain derivative transactions

The aggregate amount of such derivative liabilities was approximately

$2.5 billion at December 31 2009

Litigation and Regulatory Matters

In the ordinary course of business the Corporation and its subsidiaries

are routinely defendants in or parties to many pending and threatened

legal actions and proceedings including actions brought on behalf of

various classes of claimants Certain of these actions and proceedings

are based on alleged violations of consumer protection securities envi

ronmental banking employment and other laws In certain of these

actions and proceedings claims for substantial monetary damages are

asserted against the Corporation and its subsidiaries

In the ordinary course of business the Corporation and its sub

sidiaries are also subject to regulatory examinations information gather

ing requests inquiries and investigations Certain subsidiaries of the

Corporation are registered broker/dealers or investment advisors and are

subject to regulation by the SEC the Financial Industry Regulatory Author

ity FINRA the New York Stock Exchange the Financial Services Authority

and other domestic international and state securities regulators In

connection with formal and informal inquiries by those agencies such

subsidiaries receive numerous requests subpoenas and orders for

documents testimony and information in connection with various aspects

of their regulated activities

In view of the inherent difficulty of predicting the outcome of such liti

gation and regulatory matters particularly where the claimants seek very

large or indeterminate damages or where the matters present novel legal

theories or involve large number of parties the Corporation cannot

state with confidence what the eventual outcome of the pending matters

will be what the timing of the ultimate resolution of these matters will be

or what the eventual loss fines or penalties related to each pending

matter may be
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In accordance with applicable accounting guidance the Corporation

establishes reserves for litigation and regulatory matters when those

matters present loss contingencies that are both probable and estimable

When loss contingencies are not both probable and estimable the Corpo

ration does not establish reserves In some of the matters described

below including but not limited to the Lehman Brothers Holdings Inc

matters loss contingencies are not both probable and estimable in the

view of management and accordingly reserves have not been estab

lished for those matters Based on current knowledge management does

not believe that loss contingencies if any arising from pending litigation

and regulatory matters including the
litigation and regulatory matters

described below will have material adverse effect on the consolidated

financial position or liquidity
of the Corporation but may be material to

the Corporations results of operations for any particular reporting period

AdpNa Utigation

Adelphia Recovery Trust is the plaintiff in lawsuit pending in the U.S

District Court for the Southern District of New York entitled Adelphia

Recovery Trust Bank of America N.A et The lawsuit was filed on

July
2003 and

originally
named over 700 defendants including Bank of

America N.A BANA Banc of America Securities LLC BAS Merrill

Lynch Merrill Lynch Capital Corp Fleet National Bank and Fleet Secu

rities Inc collectively Fleet and other affiliated entities and asserted

over 50 claims under federal statutes and state common law relating to

loans and other services provided to various affiliates of Adelphia

Communications Corporation ACC and entities owned by members of

the founding family of ACC The
plaintiff seeks compensatory damages of

approximately $5 billion plus fees costs and exemplary damages The

District Court granted in part defendants motions to dismiss which

resulted in the dismissal of approximately 650 defendants from the law

suit The plaintiff appealed the dismissal decision The primary claims

remaining against BANA BAS Merrill Lynch Merrill Lynch Capital Corp

and Fleet include fraud aiding and abetting fraud and aiding and abetting

breach of fiduciary duty There are several pending defense motions for

summary judgment Trial is scheduled for September 13 2010

Aucflon Rate Securities Claims

On March 25 2008 putative class action entitled Burton Merrill

Lynch Co Inc et al was filed in the U.S District Court for the South

ern District of New York against Merrill Lynch Pierce Fenner and Smith

Incorporated MLPFS and Merrill Lynch on behalf of persons who pur

chased and continue to hold ARS offered for sale by MLPFS between

March 25 2003 and February 13 2008 The complaint alleges among

other things that MLPFS failed to disclose material facts about ARS

similar action entitled Stanton Merrill Lynch Co Inc et al was

filed the next day in the same court On October 31 2008 the two cas

es entitled In Re Merrill Lynch Auction Rate Securities Litigation were

consolidated and on December 10 2008 plaintiffs filed consolidated

class action amended complaint Plaintiffs seek to recover alleged losses

in the market value of ARS allegedly caused by the decision of MLPFS
and Merrill Lynch to discontinue supporting auctions for ARS Plaintiffs

seek unspecified damages including rescission other compensatory and

consequential damages costs fees and interest On February 27 2009

defendants filed motion to dismiss the consolidated amended com

plaint in In Re Merrill Lynch Auction Rate Securities Litigation On May 22

2009 the plaintiffs filed second amended consolidated complaint On

July 24 2009 Merrill Lynch filed motion to dismiss the second

amended consolidated complaint

On May 22 2008 putative class action entitled Bondar Bank of

America Corporation was filed in the U.S District Court for the Northern

District of California against the Corporation Banc of America Investment

Services Inc BAI and BAS on behalf of persons who purchased ARS

from the defendants The amended complaint which was filed on Jan

uary 22 2009 alleges among other things that the Corporation BAI

and BAS manipulated the market for and failed to disclose material facts

about ARS and seeks to recover unspecified damages for losses in the

market value of ARS allegedly caused by the decision of BAS and other

broker/dealers to discontinue supporting auctions for ARS On Febru

ary 12 2009 the Judicial Panel on Multidistrict Litigation MDL Panel

consolidated Bondar and two related individual federal actions into one

proceeding in the U.S District Court for the Northern District of California

On September 2009 defendants filed their motion to dismiss the

second amended consolidated complaint

On September 2008 two civil antitrust putative class actions

Mayor and City Council of Baltimore Maryland Cit/group et and

Mayfield et al Citigroup Inc et were filed in the U.S District Court

for the Southern District of New York against the Corporation Merrill

Lynch and other financial institutions alleging that the defendants con

spired to restrain trade in ARS by artificially supporting auctions and later

withdrawing that support City Council of Baltimore is filed on behalf of

class of issuers of ARS underwritten by the defendants between May 12
2003 and February 13 2008 who seek to recover the alleged above-

market interest payments they claim they were forced to make when the

Corporation Merrill Lynch and others allegedly discontinued supporting

ARS In addition the plaintiffs who also purchased ARS seek to recover

claimed losses in the market value of those securities allegedly caused

by the decision of the financial institutions to discontinue supporting auc

tions for the securities These plaintiffs seek treble damages and seek to

rescind at par their purchases of ARS Mayfield is filed on behalf of

class of persons who acquired ARS
directly

from defendants and who

held those securities as of February 13 2008 Plaintiffs seek to recover

alleged losses in the market value of ARS allegedly caused by the deci

sion of the Corporation and Merrill Lynch and others to discontinue sup

porting auctions for the securities Plaintiffs seek treble damages and

seek to rescind at par their purchases of ARS On January 15 2009

defendants including the Corporation and Merrill Lynch filed motion to

dismiss the complaints On January 25 2010 the District Court dis

missed the two cases with prejudice

Since October 2007 numerous arbitrations and individual lawsuits

have been filed against the Corporation BANA BAS BAI MLPFS and in

some cases Merrill Lynch by parties who purchased ARS Plaintiffs in

these cases which assert substantially the same types of claims allege

that defendants manipulated the market for and failed to disclose

material facts about ARS Plaintiffs seek compensatory and punitive

damages totaling in excess of $2.6 billion as well as rescission among

other relief

Countrywide Bond Insurance Litigation

On September 30 2008 Countrywide Financial Corporation CFC and

other Countrywide entities were named as defendants in an action filed

by MBIA Insurance Corporation MBIA entitled MB/A Insurance Corpo

ration Inc Countrywide Home Loans et in New York Supreme

Court New York County The action relates to bond insurance policies

provided by MBIA with regard to certain securitized pools of home equity

lines of credit and fixed-rate second lien mortgage loans MBIA allegedly

has paid claims as result of defaults in the underlying loans and claims

that these defaults are the result of improper underwriting On August 24

2009 MBIA filed an amended complaint in the action which includes

allegations regarding five additional securitizations and adds the Corpo

ration and Countrywide Home Loans Servicing LP as defendants The

amended complaint alleges misrepresentation and breach of contract
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among other claims and seeks unspecified actual and punitive damages

and attorneys fees from the Countrywide defendants and from the Corpo

ration as an alleged successor to the Countrywide defendants On

October 2009 the Corporation and the Countrywide defendants filed

motion to dismiss certain claims asserted in the amended complaint

On January 28 2009 Syncora Guarantee Inc Syncora filed suit

entitled Syncora Guarantee Inc Countrywide Home Loans Inc et

in New York Supreme Court New York County against CFC and certain

other Countrywide entities The action relates to bond insurance policies

provided by Syncora with regard to certain securitized pools of home

equity lines of credit Syncora allegedly has paid claims as result of

defaults in the underlying loans and claims that these defaults are the

result of improper loan underwriting The complaint alleges mis

representation and breach of contract among other claims and seeks

unspecified actual and punitive damages and attorneys fees The

defendants have moved to dismiss certain of the claims

On July 10 2009 MBIA filed complaint entitled MBIA Insurance

Corporation Inc Bank of America Corporation Countrywide Financial

Corporation Countrywide Home Loans Inc Countrywide Securities

Corporation et al in Superior Court of the State of California County of

Los Angeles against the Corporation CFC various Countrywide entities

and other individuals and entities MBIA which amended the complaint

on November 2009 purports to bring the action as subrogee to the

note holders for certain securitized pools of home equity lines of credit

and fixed-rate second lien mortgage loans The complaint is based upon

the same allegations set forth in the complaints filed in the MB/A

Insurance Corporation Inc Countrywide Home Loan et action and

asserts claims for among other things misrepresentation breach of

contract and violations of certain California statutes The complaint

seeks unspecified damages and declaratory relief On December

2009 the Corporation and various defendants filed demurrers in

response to the amended complaint

On December 11 2009 Financial Guaranty Insurance Company

FGIC filed complaint entitled Financial Guaranty Insurance Co

Countrywide Home Loans Inc in New York Supreme Court New York

County against Countrywide Home Loans Inc The action relates to bond

insurance
policies provided by FGIC with regard to certain securitized

pools of home equity lines of credit and fixed-rate second lien mortgage

loans FGIC allegedly has paid claims as result of defaults in the under

lying loans and claims that these defaults are the result of improper loan

underwriting The complaint alleges misrepresentation and breach of

contract among other claims and seeks unspecified actual and punitive

damages and attorneys fees

Countrywide Equity and Debt Securities Matters

CFC certain other Countrywide entities and certain former officers and

directors of CFC among others have been named as defendants in two

putative class actions filed in the U.S District Court for the Central Dis

trict of California relating to certain CFC equity and debt securities One

case entitled In re Countrywide Financial Corp Securities Litigation was

filed on January 25 2008 by certain New York state and municipal pen

sion funds on behalf of purchasers of CFCs common stock and certain

other equity and debt securities The complaint alleges among other

things that CFC made misstatements including in certain SEC filings

concerning the nature and quality of its loan underwriting practices and

its financial results in violation of the antifraud provisions of the Secu

rities Exchange Act of 1934 and Sections 11 and 12 of the Securities Act

of 1933 Plaintiffs also assert claims against BAS MLPFS and other

underwriter defendants under Sections 11 and 12 of the Securities Act of

1933 Plaintiffs seek unspecified compensatory damages among other

remedies On December 2008 the court granted in part and denied in

part the defendants motions to dismiss the first consolidated amended

complaint with leave to amend certain claims Plaintiffs filed second

consolidated amended complaint On April 2009 the District Court

denied the motions to dismiss the amended complaint made by CFC and

the underwriters On December 2009 the District Court granted in part

and denied in part plaintiffs
motion for class certification On

December 23 2009 defendants sought interlocutory appeal of certain

aspects of the District Courts class certification decision Trial is sched

uled for August 2010

The other case entitled Argent Classic Convertible Arbitrage Fund L.P

Countrywide Financial Corp et al was filed in the U.S District Court

for the Central District of California on October 2007 against CFC on

behalf of purchasers of certain Series and debentures issued in vari

ous private placements pursuant to May 16 2007 CFC offering memo

randum This matter involves allegations similar to those in the In re

Countrywide Financial Corporation Securities Litigation case asserts

claims under the antifraud provisions of the Securities Exchange Act of

1934 and California state law and seeks unspecified damages Plaintiff

filed an amended complaint that added the Corporation as defendant

On March 2009 the District Court dismissed the Corporation from the

case CFC remains as named defendant On December 2009 the

District Court denied plaintiffs motion for class certification CFC and

Argent Classic on its own behalf have reached settlement in principle

to dismiss the case with prejudice subject to execution of definitive

settlement agreement Trial is scheduled for
July

2010

CFC has also responded to subpoenas from the SEC and the U.S

Department of Justice the DOJ

Countrywide FTC Investigation

On June 20 2008 the Federal Trade Commission FTC issued Civil Inves

tigative
Demands to CFC regarding Countrywides mortgage servicing

practices On January 2010 FTC Staff sent letter to the Corporation

offering an opportunity to discuss settlement and enclosing proposed

consent order and draft complaint that reflects FTC Staffs views that

certain servicing practices of Countrywide Home Loans Inc and

Countrywide Home Loans Servicing LP which is now known as BAC

Home Loans Servicing LP violate Section of the Federal Trade

Commission Act the FTC Act and the Fair Debt Collection Practices Act

FTC Staff also advised that if consent negotiations are not successful it

will recommend that an enforcement action seeking injunctive relief and

consumer redress be filed against Countrywide Home Loans Inc and

BAC Home Loans Servicing LP for violations of Section of the FTC Act

and the Fair Debt Collections Practices Act The Corporation believes that

the servicing practices of Countrywide Home Loans Inc and BAC Home

Loans Servicing LP did not and do not violate Section of the FTC Act

and the Fair Debt Collections Practices Act The Corporation is currently

involved in discussions with FTC Staff concerning the Staffs views

Countrywide Mortgage-Backed Securities Litigation

CFC certain other Countrywide entities certain former CFC officers and

directors as well as BAS and MLPFS are named as defendants in

consolidated putative class action entitled Luther Countrywide Home

Loans Servicing LP et filed on November 14 2007 in the Superior

Court of the State of California County of Los Angeles that relates to

public offerings of various MBS The consolidated complaint alleges

among other things that the mortgage loans underlying these securities

were improperly underwritten and failed to comply with the guidelines and

processes described in the applicable registration statements and pro

spectus supplements in violation of Sections 11 and 12 of the Securities

Act of 1933 and seeks unspecified compensatory damages among

other relief In March 2009 defendants moved to dismiss the case in the
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Superior Court On June 15 2009 the Superior Court entered an order

staying the state court proceeding and directing the plaintiffs to file suit in

Federal Court On August 24 2009 the plaintiffs filed complaint in the

U.S District Court for the Central District of California seeking declara

tory judgment that the Superior Court had subject matter jurisdiction over

their claims The District Court dismissed the declaratory judgment

action On January 2010 the Superior Court lifted the stay entered on

June 15 2009 and dismissed plaintiffs consolidated complaint with

prejudice for lack of subject matter jurisdiction On January 14 2010 one

of the plaintiffs in the Luther case the Maine State Retirement System

filed new putative class action complaint in the U.S District Court for

the Central District of California entitled Maine State Retirement System

Countrywide Financial Corporation et al The complaint names CFC

certain other Countrywide entities certain former CFC officers and direc

tors as well as BAS and MLPFS as defendants Plaintiffs allegations

claims and remedies sought are substantially similar and concern the

same offerings of MBS at issue in the Luther case that was dismissed by

the Superior Court

On August 15 2008 complaint entitled New Mexico State Invest

ment Council et Countrywide Financial Corporation eta was filed

in the First Judicial Court for the County of Santa Fe against CFC certain

other CFC entities and certain former officers and directors of CFC by

three New Mexico governmental entities that allegedly acquired certain of

the MBS also at issue in the Luther case The complaint initially asserted

claims under the Securities Act of 1933 and New Mexico state law and

seeks unspecified compensatory damages and rescission On March 25
2009 the court denied the motion to dismiss the complaint The

individual defendants were dismissed based on lack of personal juris

diction On November 13 2009 plaintiffs voluntarily dismissed the New

Mexico state law claims Trial is scheduled for October 2010

On October 13 2009 the Federal Home Loan Bank of Pittsburgh

FHLB Pittsburgh filed complaint entitled Federal Home Loan Bank of

Pittsburgh Countrywide Securities Corporation et al in the Court of

Common Pleas of Allegheny County Pennsylvania against CFC Country

wide Securities Corporation CSC Countrywide Home Loans Inc

CWALT Inc and CWMBS Inc among other defendants alleging viola

tions of the Securities Act of 1933 and the Pennsylvania Securities Act of

1972 as well as fraud and negligent misrepresentation under Pennsylva

nia common law in connection with various offerings of MBS The com

plaint asserts among other things misstatements and omissions

concerning the credit quality of the mortgage loans underlying the secu

rities and the loan origination practices associated with those loans and

seeks unspecified damages and rescission among other relief The

Countrywide defendants moved to dismiss the complaint on February 26
2010

On December 23 2009 the Federal Home Loan Bank of Seattle

FHLB Seattle filed three complaints in the Superior Court of Washington

for King County alleging violations of the Securities Act of Washington in

connection with various offerings of MBS and makes allegations similar

to those in the FHLB Pittsburgh matter The complaints seek rescission

interest costs and attorneys fees The case entitled Federal Home Loan

Bank of Seattle Banc of America Securities LLC et al was filed

against CFC CWALT Inc BAS Banc of America Funding Corporation and

the Corporation The case entitled Federal Home Loan Bank of Seattle

Countrywide Securities Corporation et was filed against CFC CSC
CWALT Inc Merrill Lynch Mortgage Investors Inc and Merrill Lynch

Mortgage Capital Inc The case entitled Federal Home Loan Bank of

Seattle UBS Securities LLC eta was filed against CFC CWMBS Inc

CWALT Inc and UBS Securities LLC

Data Treasury Litigation

The Corporation and BANA were named as defendants in two cases filed

by Data Treasury Corporation Data Treasury in the U.S District Court for

the Eastern District of Texas In one case filed on June 25 2005 Ballard

Data Treasury alleged that defendants provided sold installed utilized

and assisted others to use and utilize image-based banking and archival

solutions in manner that infringed United States Patent Nos

5910988 and 6032137 In the other case filed on February 24 2006

Huntington Data Treasury alleged that the Corporation and BANA along

with La5alle Bank Corporation and LaSalle Bank N.A were making

using selling offering for sale and/or importing into the United States

directly contributory and/or by inducement without authority products

and services that fall within the scope of the claims of United States

Patent Nos 5265007 5583759 5717868 and 5930778 The

Huntington case also claimed infringement against the LaSalle defendants

of the patents at issue in the Ballard case The Ballard and Huntington

cases are now consolidated in the Data Treasury Corporation Wells

Fargo et al action although the claims related to the Huntington patents

are currently stayed Data Treasury seeks significant compensatory dam

ages and equitable relief in the Ballard case and unspecified compensa

tory damages and injunctive relief in the Huntington case The District

Court has scheduled the Ballard case for trial in October 2010

Enron Litigation

On April 2002 Merrill Lynch and MLPFS were added as defendants in

consolidated class action entitled Newby Enron Corp et filed in

the U.S District Court for the Southern District of Texas on behalf of cer

tain purchasers of Enrons
publicly

traded equity and debt securities The

complaint alleges among other things that Merrill Lynch and MLPFS

engaged in improper transactions that helped Enron misrepresent its

earnings and revenues On March 2009 the District Court granted

Merrill Lynch and MLPFSs motion for summary judgment and dismissed

the claims against Merrill Lynch and MLPFS with prejudice Sub

sequently the lead
plaintiff Merrill Lynch and certain other defendants

filed motion to dismiss and for entry of final judgment The District

Court granted the motion on December 2009 and dismissed all claims

against Merrill Lynch and MLPFS with prejudice

HeHigMeyers Litigation

In AG Global Securities Lending Corp et Banc of America Secu

rities LLC filed on December 2001 and formerly pending in the U.S

District Court for the Southern District of New York the plaintiffs pur

chased ABS issued by trust formed by Heilig-Meyers Co and allege

that BAS as underwriter made misrepresentations in connection with the

sale of those securities in violation of the federal securities laws and New

York common law The case was tried and
jury

rendered verdict

against BAS in favor of the plaintiffs for violations of Section 10b of the

Securities Exchange Act of 1934 and Rule lOb-5 and for common law

fraud The jury awarded aggregate compensatory damages of $84.9 mil

lion plus prejudgment interest totaling approximately $59 million On

May 14 2009 the District Court denied BASs post trial motions to set

aside the verdict BAS has filed an appeal in the U.S Court of Appeals for

the Second Circuit

ndyMae Litigation

On January 20 2009 BAS and MLPFS in their capacity as under

writers along with IndyMac MBS IndyMac ABS and other underwriters

and individuals were named as defendants in putative class action

complaint entitled IBEW Local 103 lndymac MBS et al filed in the

Superior Court of the State of California County of Los Angeles by pur

chasers of IndyMac mortgage pass-through certificates The complaint

Bank of America 2009 175



alleges among other things that the mortgage loans underlying these

securities were improperly underwritten and failed to comply with the

guidelines and processes described in the applicable registration state

ments and prospectus supplements in violation of Sections 11 and 12 of

the Securities Act of 1933 and seeks unspecified compensatory dam

ages and rescission among other relief

On May 14 2009 the Corporation as the alleged

successor-in-interest to MLPFS CSC IndyMac MBS IndyMac ABS and

other underwriters and individuals were named as defendants in puta

tive class action complaint entitled Police Fire Retirement System of

the City of Detroit IndyMac MBS Inc et al filed in the US District

Court for the Southern District of New York On June 29 2009 the Corpo

ration as the alleged successor-in-interest to CSC and MLPFS and

other underwriters and individuals were named as defendants in another

putative class action complaint entitled Wyoming State Treasurer et al

John Olinski et al also filed in the U.S District Court for the Southern

District of New York The allegations claims and remedies sought in

these cases are substantially similar to those in the IBEW Local 103

case On July 29 2009 Police Fire Retirement System and Wyoming

State Treasurer were consolidated by the U.S District Court for the

Southern District of New York and consolidated amended complaint

was filed on October 2009 The consolidated complaint named the

Corporation as defendant based on allegations that the Corporation is

the successor-in-interest to CSC and MLPFS BAS and CSC were not

named as defendants Prior to the consolidation of these matters the

IBEW Local 103 case was voluntarily dismissed by plaintiffs and its

allegations and claims were incorporated into the consolidated amended

complaint motion to dismiss the consolidated amended complaint was

filed on November 23 2009

hi re nthi Pubflc Offerhig Securfles UugaUon

Beginning in 2001 BAS Merrill Lynch MLPFS other underwriters and

various issuers and others were named as defendants in certain putative

class action lawsuits that have been consolidated in the U.S District

Court for the Southern District of New York as In re Initial Pub/ic Offering

Securities Litigation Plaintiffs contend that the defendants failed to make

certain required disclosures and manipulated prices of securities sold in

initial public offerings through among other things alleged agreements

with institutional investors receiving allocations to purchase additional

shares in the aftermarket and seek unspecified damages On

December 2006 the U.S Court of Appeals for the Second Circuit

reversed the District Courts order certifying the proposed classes On

September 27 2007 plaintiffs filed motion to certify modified classes

which defendants opposed On October 10 2008 the District Court

granted plaintiffs request to withdraw without prejudice their class certifi

cation motion The parties agreed to settle the matter in an amount that

is not material to the Corporations Consolidated Financial Statements

and on October 2009 the District Court granted final approval of the

settlement Certain objectors to the settlement have filed an appeal of

the District Courts certification of the settlement class to the U.S Court

of Appeals for the Second Circuit

hiterchange and Rated Ltgaton

The Corporation BANA BA Merchant Services LLC f/k/a National Proc

essing Inc and MBNA America Bank N.A are defendants in putative

class actions filed on behalf of retail merchants that accept Visa and

MasterCard payment cards Additional defendants include Visa Master

Card and other financial institutions Plaintiffs seeking unspecified treble

damages and injunctive relief allege that the defendants conspired to fix

the level of interchange and merchant discount fees and that certain

other practices including various Visa and MasterCard rules violate

federal and California antitrust laws The class actions the first of which

was filed on June 22 2005 are coordinated for pre-trial proceedings in

the U.S District Court for the Eastern District of New York together with

individual actions brought only against Visa and MasterCard under the

caption In Re Payment Card Interchange Fee and Merchant Discount Anti

Trust Litigation On January 2008 the District Court dismissed all

claims for pre-2004 damages On May 2008 plaintiffs filed motion

for class certification which the defendants opposed On January 29

2009 the class
plaintiffs

filed second amended consolidated

complaint

The class plaintiffs have also filed two supplemental complaints

against certain defendants including the Corporation BANA BA Merchant

Services LLC f/k/a National Processing Inc and MBNA America Bank

N.A relating to MasterCards 2006 initial public offering MasterCard

IPO and Visas 2008 initial public offering Visa IPO The supplemental

complaints which seek unspecified treble damages and injunctive relief

assert among other things claims under federal antitrust laws On

November 25 2008 the District Court granted defendants motion to

dismiss the supplemental complaint relating to the MasterCard P0 with

leave to amend On January 29 2009 plaintiffs amended the Master

Card IPO supplemental complaint and also filed supplemental com

plaint relating to the Visa IPO

Defendants have filed motions to dismiss the second amended con

solidated complaint and the MasterCard IPO and Visa supplemental

complaints

The Corporation and certain of its affiliates have entered into agree

ments with Visa and other financial institutions that provide for sharing

liabilities in connection with certain antitrust
litigation against Visa includ

ing the Interchange case the Visa-Related Litigation Under these

agreements the Corporations obligations to Visa in the Visa-Related Liti

gation are capped at the Corporations membership interest in Visa USA

which currently is 12.9 percent Under these agreements Visa Inc

placed portion of the proceeds from the Visa IPO into an escrow to fund

liabilities arising from the Visa-Related Litigation including the 2008 set

tlement of Discover Financial Services Visa USA et and the 2007

settlement of American Express Travel Related Services Company Visa

USA et al Since the Visa IPO Visa Inc has added funds to the escrow

which has the effect of repurchasing Visa Inc Class common stock

equivalents from the Visa USA members including the Corporation

Lehman Brothers Hodngs nc Utgathin

Beginning in September 2008 BAS MLPFS CSC and LaSalle Financial

Services Inc along with other underwriters and individuals were named

as defendants in several putative class action complaints filed in the U.S

District Court for the Southern District of New York and state courts in

Arkansas California New York and Texas Plaintiffs allege that the

underwriter defendants violated Sections 11 and 12 of the Securities Act

of 1933 by making false or misleading disclosures in connection with

various debt and convertible stock offerings of Lehman Brothers Holdings

Inc and seek unspecified damages All cases against the defendants

have now been transferred or conditionally transferred to the multi-district

litigation captioned In re Lehman Brothers Securities and ERISA Litigation

pending in the U.S District Court for the Southern District of New York

BAS MLPFS and other defendants moved to dismiss the consolidated

amended complaint

Lehman Set-off Uflgaton

On November 26 2008 BANA commenced an adversary proceeding

against Lehman Brothers Holdings Inc LBHI and Lehman Brothers

Special Financing Inc LBSF in LBHIs and LBSFs Chapter 11 bank

ruptcy proceedings in the U.S Bankruptcy Court for the Southern District
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of New York In the adversary proceeding BANA is seeking declaration

that it properly set-off funds held in Lehman deposit accounts against

monies owed to BANA by LBSF and LBHI under various derivatives and

guarantee agreements LBSF and LBHI answered the complaint and LBHI

filed counterclaims against BANA and Bank of America Trust and Banking

Corporation Cayman Limited BofA Cayman on January 2009 alleg

ing that BANAs set-off was improper and violated the automatic stay in

bankruptcy LBHIs counterclaims sought among other relief the return of

the set-off funds BANA and BofA Cayman filed their answer to LBHIs

counterclaims which denied the material allegations of the counter

claims on February 2009 On July 23 2009 LBHI
voluntarily

dis

missed its counterclaims against BofA Cayman but BANA remains

defendant On September 14 2009 LBI-ll LBSF and BANA submitted

cross-motions for summary judgment

Lyondell Litgaflon

On July 23 2009 an adversary proceeding entitled Official Committee of

Unsecured Creditors Citibank N.A et was filed in the U.S Bank

ruptcy Court for the Southern District of New York This adversary

proceeding in which MLPFS Merrill Lynch Capital Corporation and more

than 50 other individuals and entities were named as defendants relates

to ongoing Chapter 11 bankruptcy proceedings in In re Lyondell Chemical

Company et The plaintiff in the adversary proceeding the Official

Committee of Unsecured Creditors of Lyondell Chemical Company the

Committee alleged in its complaint that certain loans made and liens

granted in connection with the December 20 2007 merger between

Lyondell Chemical Company and Basell AF S.C.A were avoidable fraudu

lent transfers under state and federal fraudulent transfer laws MLPFS is

named as defendant in its capacity as joint
lead arranger under

senior credit facility and
individually as lender thereunder and ii joint

lead arranger under bridge loan
facility

and
individually as lender there

under Merrill Capital Corporation is named as defendant in its capacity

as joint lead arranger under the senior credit facility and individually

as lender thereunder and ii administrative agent under the bridge loan

facility The Committee sought both to avoid the obligations under the

loans made under the facilities and to recover fees and interest paid in

connection therewith The Committee also sought unspecified damages

from MLPFS for allegedly aiding and abetting breach of fiduciary duty

in connection with its role as advisor to Basells parent company Access

Industries

On October 2009 second adversary proceeding entitled The

Wilmington Trust Co Lyonde//Basell Industries AF S.C.A et was

filed in the U.S Bankruptcy Court for the Southern District of New York

This adversary proceeding in which MLPFS Merrill Lynch Capital Corpo

ration and Merrill Lynch International Bank Limited MLIB along with more

than 70 other entities are named defendants was filed by the successor

trustee for holders of certain Lyondell senior notes and asserts causes

of action for declaratory judgment breach of contract and equitable

subordination The complaint alleges that the 2007 leveraged buyout of

Lyondell violated 2005 intercreditor agreement executed in connection

with the August 2005 issuance of the Lyondell senior notes and therefore

asks the Bankruptcy Court to declare the 2007 intercreditor agreement

and specifically the debt priority provisions contained therein null and

void The breach of contract action brought against Merrill Lynch Capital

Corporation and one other entity as signatories to the 2005 intercreditor

agreement seeks unspecified damages The equitable subordination

action is brought against all defendants and seeks to subordinate the

bankruptcy claims of those defendants to the claims of the holders of the

Lyondell senior notes motion to dismiss this complaint was filed

On February 16 2010 certain defendants including MLPFS Merrill

Lynch Capital Corporation and MLIB advised the Bankruptcy Court that

they have reached settlement in
principal

with the Lyondell debtors in

bankruptcy the Committee and Wilmington Trust that would dispose of all

claims asserted against MLPFS Merrill Lynch Capital Corporation and

MLIB in these adversary proceedings This settlement is not material to

the Corporations Consolidated Financial Statements and is subject to

Bankruptcy Court approval

MBA nsurance Corporaflon COO Lifigation

On April 30 2009 MBIA and LaCrosse Financial Products LLC filed

complaint against MLPFS and Merrill Lynch International entitled MB/A

Insurance Corporation and LaCrosse Financial Products LLC Merrill

Lynch Pierce Fenner Smith Inc et in New York Supreme Court

New York County The complaint relates to certain credit default swap

CDS agreements and insurance agreements by which plaintiffs provided

credit protection to the Merrill Lynch entities and other parties on certain

CDO securities held by them Plaintiffs claim that the Merrill Lynch enti

ties did not adequately disclose the credit quality and other risks of the

CDO securities and underlying collateral The complaint alleges claims for

fraud negligent misrepresentation and breach of contract among other

claims and seeks rescission and unspecified compensatory and punitive

damages among other relief Defendants filed motion to dismiss on

July 2009

Mediafiction Utigation

Approximately decade ago MLIB acted as manager for $284 million

issuance of notes for an Italian library of movies backed by the future

flow of receivables to such movie rights Mediafiction S.p.A Mediafiction

was responsible for collecting payments in connection with the rights to

the movies and forwarding the payments to MLIB for distribution to note

holders Mediafiction failed to make the required payments to MLIB and

declaration of bankruptcy under Italian law was made with respect to

Mediafiction on March 2006 On July 18 2006 MLIB filed an opposi

tion to have its claims recognized in the Mediafiction bankruptcy proceed

ing for amounts that Mediafiction failed to pay on the notes Thereafter

Mediafiction filed counterclaim alleging that the agreement between

MLIB and Mediafiction was null and void and seeking return of the pay

ments previously made by Mediafiction to MLIB In October 2008 the

Court of Rome granted Mediafictions counter claim against MLIB in the

amount of $137 million MLIB has appealed the ruling to the Court of

Appeals of the Court of Rome

Merrill Lynch Acquisition-related Matters

Since January 2009 the Corporation and certain of its current and former

officers and directors among others have been named as defendants in

putative class actions referred to as the securities actions brought by

shareholders alleging violations of federal securities laws in connection

with certain public statements and the proxy statement with respect to

the Corporations acquisition of Merrill Lynch the Acquisition Several of

these actions have been consolidated and consolidated amended class

action complaint has been filed in the U.S District Court for the Southern

District of New York as described below

In addition several derivative actions referred to as the derivative

actions have been filed against certain current and former directors and

officers of the Corporation and certain other parties and the Corporation

as nominal defendant in the federal and state courts as described

below

Other putative class actions referred to as the ERISA actions have

been filed in the U.S District Court for the Southern District of New York

against the Corporation and certain of its current and former officers and

directors seeking recovery for losses from the Bank of America 401k
Plan pursuant to ERISA and consolidated amended class action corn
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plaint in these ERISA actions has been filed as described below

In Re Bank of America Securities Derivative ERISA Litigation

On June 10 2009 the MDL Panel issued an order transferring the

actions related to the Acquisition pending in federal courts outside the

U.S District Court for the Southern District of New York for coordinated or

consolidated pretrial proceedings with the securities actions ERISA

actions and derivative actions pending in the U.S District Court for the

Southern District of New York The securities actions ERISA actions and

derivative actions have been separately consolidated and are now pend

ing under the caption In re Bank of America Securities Derivative and

Employment Retirement Income Security Act ERISA Litigation

On September 25 2009 plaintiffs in the securities actions in the In

re Bank of America Securities Derivative and Employment Retirement

Income Security Act ERISA Litigation
filed consolidated amended class

action complaint The amended complaint is brought on behalf of pur

ported class which consists of purchasers of the Corporations common

and preferred securities between September 15 2008 and January 21

2009 holders of the Corporations common stock or Series Preferred

Stock as of October 10 2008 and purchasers of the Corporations

common stock issued in the offering that occurred on or about October

2008 and names as defendants the Corporation Merrill Lynch and cer

tain of their current and former directors officers and affiliates The

amended complaint alleges violations of Sections 10b 14a and 20a
of the Securities Exchange Act of 1934 and SEC rules promulgated

thereunder based on among other things alleged false statements and

omissions related to the financial condition and 2008 fourth quarter

losses experienced by the Corporation and Merrill Lynch ii due diligence

conducted in connection with the Acquisition iii bonus payments to

Merrill Lynch employees and iv the Corporations contacts with govern

ment officials regarding the Corporations consideration of invoking the

material adverse change clause in the merger agreement and the possi

bility
of obtaining government assistance in completing the Acquisition

The amended complaint also alleges violations of Sections 11 12a2
and 15 of the Securities Act of 1933 related to an offering of the Corpo

rations common stock announced on or about October 2008 and

based on among other things alleged false statements and omissions

related to bonus payments to Merrill Lynch employees and the benefits

and impact of the Acquisition on the Corporation and names BAS and

MLPFS among others as defendants on the Section 11 and 12a2
claims The amended complaint seeks unspecified damages and other

relief On November 24 2009 the Corporation BAS Merrill Lynch

MLPFS and the officer and director defendants moved to dismiss the

consolidated amended class action complaint

On October 2009 plaintiffs in the derivative actions in the In re

Bank of America Securities Derivative and Employment Retirement

Income Security Act ERISA Litigation filed consolidated amended

derivative and class action complaint The amended complaint names as

defendants certain of the Corporations current and former directors offi

cers and financial advisors and certain of Merrill Lynchs current and

former directors and officers The amended complaint alleges among

other things that certain of the Corporations officers breached fidu

ciary duties by conducting an inadequate due diligence process surround

ing the Acquisition failing to make adequate disclosures regarding Merrill

Lynchs 2008 fourth quarter losses and an alleged agreement to permit

Merrill Lynch to pay bonuses and failing to invoke the material adverse

change clause or otherwise renegotiate the Acquisition ii certain of the

Corporations officers and certain Merrill Lynch officers received incentive

compensation that was inappropriate in view of the work performed and

the results achieved and therefore that such person should return

unearned compensation iii certain of the Corporations officers and

directors exposed the Corporation to significant liability under state and

federal law and should be held responsible to the Corporation for con

tribution iv certain Merrill Lynch officers and directors and certain finan

cial advisors to the Corporation aided and abetted breaches of fiduciary

duties by causing and/or assisting with the consummation of the

Acquisition and certain of the Corporations officers and directors

certain of the Merrill Lynch officers and directors and certain of the Corpo

rations financial advisors violated Section 14a of the Securities

Exchange Act of 1934 and Rule 14a-9 promulgated thereunder by alleg

edly making material misrepresentations and/or material omissions in

the proxy statement for the Acquisition and related materials and failing

to update those materials to reflect among other things Merrill Lynchs

2008 fourth quarter losses and Merrill Lynchs ability and intention to pay

bonuses to its employees in 2008 The amended complaint also purports

to bring direct class action claim for breach of duty of full disclosure

and complete candor by failing to correct or update disclosures made in

the proxy statement for the Acquisition and for concealing an alleged

agreement authorizing Merrill Lynch to pay bonuses The direct claim is

brought on behalf of purported class of all persons who owned shares

of the Corporations common stock as of October 10 2008 and is

brought against certain of the Corporations current and former officers

and directors The Corporation is named as nominal defendant with

respect to the derivative claims and is not named as defendant in the

direct class action claim The amended complaint seeks an unspecified

amount of monetary damages equitable remedies and other relief On

December 2009 the Corporation the officer and director defendants

and the financial advisors moved to dismiss the consolidated amended

derivative and class complaint On February 2010 the plaintiffs volun

tarily dismissed their claims against each of the former Merrill Lynch offi

cers and directors without prejudice

On October 2009 plaintiffs
in the ERISA actions in the In re Bank

of America Securities Derivative and Employment Retirement Income

Security Act ERISA Litigation filed consolidated amended complaint for

breaches of duty under ERISA The amended complaint is brought on

behalf of purported class that consists of participants in the Corpo

rations 401k Plan the Corporations 401k Plan for Legacy Compa

nies the Countrywide Financial Corporation 401k Plan collectively the

401k Plans and the Corporations Pension Plan The amended com

plaint names as defendants the Corporation members of the Corpo

rations Corporate Benefits Committee members of the Compensation

and Benefits Committee of the Corporations Board of Directors and cer

tain of the Corporations current and former directors and officers The

amended complaint alleges violations of ERISA based on among other

things an alleged failure to prudently and loyally manage the 401k

Plans and Pension Plan by continuing to offer the Corporations common

stock as an investment option or measure for participant contributions

ii an alleged failure to monitor the fiduciaries of the 401k Plans and

Pension Plan an alleged failure to provide complete and accurate

information to the 401k Plans and Pension Plan participants with

respect to the Merrill Lynch and Countrywide acquisitions and related

matters and iv alleged co-fiduciary liability for these purported fiduciary

breaches The amended complaint seeks an unspecified amount of

monetary damages equitable remedies and other relief On December

2009 the Corporation and the officer and director defendants moved to

dismiss the consolidated amended complaint

Other Acquisition-related Litigation

Since January 21 2009 the Corporation and certain of its current and

former directors have been named as defendants in several putative class

and derivative actions including Rothbaum Lewis Southeastern

Pennsylvania Trans portation Authority Lewis Tremont Partners LLC

178 Bank of America 2009



Lewis Kovacs Lewis Stern Lewis and 1-loux Lewis brought by

shareholders in the Delaware Court of Chancery alleging breaches of fidu

ciary
duties in connection with the Acquisition On

April 27 2009 the

Delaware Court of Chancery consolidated the derivative actions under the

caption In re Bank of America Corporation Stockholder Derivative Liti

gation On April 30 2009 the putative class claims in the actions entitled

Stern Lewis and Houx Lewis were voluntarily dismissed without preju

dice by order of the Chancery Court On May 2009 plaintiffs filed an

amended consolidated complaint in the Chancery Court asserting claims

derivatively on behalf of the Corporation that the defendants breached

their fiduciary duty of loyalty by among other things failing to make

adequate disclosures regarding Merrill Lynchs 2008 fourth quarter losses

and bonuses paid to Merrill Lynch employees in 2008 and breached their

fiduciary duty of loyalty and committed waste by failing to invoke the

material adverse change clause in the merger agreement or otherwise

renegotiate the Acquisition The amended consolidated complaint seeks

damages sustained as result of the alleged wrongdoing disgorgement of

bonuses paid to the defendants and to the Corporations management

team or to former Merrill Lynch executives as well as attorneys fees and

costs and other equitable relief On June 19 2009 the Corporation and

the individual defendants filed motions to dismiss On October 12 2009

the Chancery Court denied defendants motions to dismiss

On February 17 2009 an additional derivative action entitled Cunniff

Lewis et was filed in North Carolina Superior Court The complaint

which names certain of the Corporations current and former officers and

directors as defendants and names the Corporation as nominal defend

ant alleges that defendants violated fiduciary duties in connection with

the Acquisition by among other things failing to disclose the financial

condition and 2008 fourth quarter losses experienced by Merrill Lynch

and ii the extent of the due diligence conducted in connection with the

Acquisition The complaint also brings cause of action for waste of

corporate assets for among other things allegedly subjecting the Corpo

ration to potential material
liability

for securities fraud The complaint

seeks unspecified damages and other relief On October 2009 the

Superior Court granted defendants motion to stay the action in favor of

derivative actions pending in the Delaware Court of Chancery

On September 25 2009 an alleged shareholder of the Corporation

filed an action against the Corporation and its then Chief Executive Offi

cer in Superior Court of the State of California San Francisco County The

complaint alleges state law causes of action for breach of fiduciary duty

misrepresentation and fraud in connection with plaintiffs purchase of the

Corporations common stock based on alleged failures to disclose

information regarding Merrill Lynchs value The action entitled Catalano

Bank of America seeks unspecified damages and other relief Defend

ants have removed the action to the District Court for the Northern

District of California and have requested that the MDL Panel transfer the

action to the U.S District Court for the Southern District of New York for

coordinated or consolidated pre-trial proceedings with the related liti

gation pending in that Court On December 11 2009 defendants

removed the action to the U.S District Court for the Northern District of

California On February 2010 the MDL Panel transferred the action to

the U.S District Court for the Southern District of New York for coordi

nated or consolidated pre-trial proceedings with the related litigation

pending in that Court

On December 22 2009 the Corporation and certain of its officers

were named in purported class action filed in the U.S District Court for

the Southern District of New York entitled Iron Workers of Western Penn

sylvania Pension Plan Bank of America Corp et al The action is pur

portedly brought on behalf of all persons who purchased or acquired

certain Corporation debt securities between September 15 2008 and

January 21 2009 and alleges that defendants violated Sections 10b

and 20a of the Securities Exchange Act of 1934 and SEC rules promul

gated thereunder based on among other things alleged false state

ments and omissions related to the financial condition and 2008

fourth quarter losses experienced by the Corporation and Merrill Lynch

ii due diligence conducted in connection with the Acquisition Ui bonus

payments to Merrill Lynch employees and iv certain defendants con

tacts with government officials regarding the Corporations consideration

of invoking the material adverse change clause in the merger agreement

and the possibility
of obtaining additional government assistance in

completing the Acquisition The complaint seeks unspecified damages

and other relief The parties in the securities actions in the In re Bank of

America Securities Derivative and Employment Retirement Income Secu

rity
Act ERISA Litigation have requested that the District Court con

solidate this action with their actions

On January 13 2010 the Corporation Merrill Lynch and certain of the

Corporations current and former officers and directors were named in

purported class action filed in the U.S District Court for the Southern

District of New York entitled Dornfest Bank of America Corp et al The

action is purportedly brought on behalf of investors in Corporation option

contracts between September 15 2008 and January 22 2009 and

alleges that during the class period approximately 9.5 million Corporation

call option contracts and approximately eight million Corporation put

option contracts were already traded on seven of the Options Clearing

Corporation exchanges The complaint alleges that defendants violated

Sections 10b and 20a of the Securities Exchange Act of 1934 and

SEC rules promulgated thereunder based on among other things

alleged false statements and omissions related to the financial con

dition and 2008 fourth quarter losses experienced by the Corporation and

Merrill Lynch ii due diligence conducted in connection with the

Acquisition iii bonus payments to Merrill Lynch employees and

iv certain defendants contacts with government officials regarding the

Corporations consideration of invoking the material adverse change

clause in the merger agreement and the possibility of obtaining additional

government assistance in completing the Acquisition The plaintiff class

allegedly suffered damages because they invested in Corporation option

contracts at allegedly artificially
inflated prices and were adversely

affected as the artificial inflation was removed from the market price of

the securities The complaint seeks unspecified damages and other

relief Plaintiffs in the securities actions in the In re Bank of America

Securities Derivative and Employment Retirement Income Security Act

ERISA Litigation have requested that the District Court consolidate this

action with their actions

On February 17 2010 an alleged shareholder of the Corporation filed

purported derivative action entitled Bahnmeier Lewis et al in the

U.S District Court for the Southern District of New York The complaint

names as defendants certain of the Corporations current and former

directors and officers and one of Merrill Lynchs former officers The

complaint alleges among other things that the individual defendants

breached their fiduciary duties by failing to provide accurate and complete

information to shareholders regarding among other things the poten

tial for
litigation resulting from Countrywides lending practices and the

risk posed to the Corporations capital levels as result of Countrywides

loan losses ii the deterioration of Merrill Lynchs financial condition

during the fourth quarter of 2008 which was allegedly sufficient to trigger

the material adverse change clause in the merger agreement with Merrill

Lynch Ui the agreement to permit Merrill Lynch to pay up to $5.8 billion

in bonuses to its employees and iv the discussions with regulators in

December 2008 concerning possibly receiving additional government

assistance in completing the Acquisition The complaint also asserts

claims against the individual defendants for breach of fiduciary duty by

failing to maintain adequate internal controls unjust enrichment abuse
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certifications signed by the CEO and CFO with respect to proxy state-of control and gross mismanagement in connection with the supervision

and management of the operations business and disclosure controls of

the Corporation The Corporation is named as nominal defendant only

and no monetary relief is sought against it The complaint seeks among

other things an unspecified amount of monetary damages equitable

remedies and other relief

Regulatory Matters

The Corporation and Merrill Lynch have also received and are responding

to inquiries from variety of regulators and governmental authorities relat

ing
to among other things the payment by Merrill Lynch of bonuses for

2008 and disclosures related thereto ii disclosures relating to Merrill

Lynchs losses in the fourth quarter of 2008 Hi disclosures relating to

the Corporations consideration of whether there had been material

adverse change relating to Merrill Lynch and discussions with U.S

government officials in late December 2008 and iv the Acquisition and

related proxy statement

On August 2009 the SEC filed complaint against the Corpo

ration entitled SEC Bank of America in the U.S District Court for the

Southern District of New York alleging that the Corporations proxy

statement filed on November 2008 failed to disclose the discretionary

incentive compensation that Merrill Lynch could award to its employees

prior to completion of the Acquisition On September 14 2009 the Dis

trict Court declined to approve proposed consent judgment agreed to by

the Corporation and the SEC On October 2009 the Corporations

Board of Directors approved limited waiver of the Corporations attorney-

client and attorney work product privileges as to certain subject matters

under investigation by the U.S Congress and federal and state regulatory

authorities

On January 12 2010 the SEC filed second complaint against the

Corporation entitled SEC Bank of America Corp in the U.S District

Court for the Southern District of New York alleging that the Corporation

violated the federal proxy rules for
failing to disclose information concern

ing Merrill Lynchs known and estimated losses prior to the shareholder

vote on December 2008 to approve the Acquisition The SEC alleges

that the Corporation was required to describe in its proxy and registration

statement any material changes in Merrill Lynchs affairs that were not

already reflected in Merrill Lynchs quarterly reports or certain other public

filings
and to update shareholders on any fundamental change arising

after the effective date of the registration statement The SEC alleges

that the Corporations failure to provide such an update violated Sec

tion 14a of the Securities Exchange Act of 1934 and Rule 14a-9 there

under The SEC is seeking an injunction against the Corporation to

prohibit any future violations of Section 14a and Rule 14a-9 as well as

an unspecified civil monetary penalty

On February 2010 the Corporation entered into proposed settle

ment with the SEC to resolve all cases filed by the SEC relating to the

Acquisition Also on February 2010 the Corporation entered into an

agreement with the Office of the Attorney General for the State of North

Carolina NC AG to resolve all matters that are the subject of an inves

tigation by that Office
relating

to the Acquisition Under the terms of the

proposed settlements the Corporation agreed without admitting or deny

ing any wrongdoing to pay $150 million as civil penalty to be dis

tributed to former Bank of America shareholders as part of the SECs Fair

Fund program and payment of $1 million to be made to the NC AG for

its consumer protection purposes The payment to the NC AG is not

penalty or fine As part of the settlements the Corporation also agreed

to implement number of additional undertakings for period of three

years including engaging an independent auditor to perform an assess

ment and provide an attestation report on the effectiveness of the Corpo

rations disclosure controls and procedures furnishing management

ments retaining disclosure counsel to the Audit Committee of the Corpo

rations Board adopting independence requirements beyond those

already applicable for all members of the Compensation and Benefits

Committee of the Board continuing to retain an independent compensa

tion consultant to the Compensation and Benefits Committee implement

ing and disclosing written incentive compensation principles on the

Corporations website and providing the Corporations shareholders with

an advisory vote concerning any proposed changes to such principles

and providing the Corporations shareholders with an annual say on pay

advisory vote regarding the compensation of senior executives These

proposed undertakings may be amended or modified in light of any new

regulation or requirement that comes into effect during the three-year

period and is applicable to the Corporation with respect to the same

subject matter On February 22 2010 the District Court approved the

settlement subject to the Corporation and the SEC making certain mod

ifications to the settlement to require agreement between the SEC and

the Corporation on the selection of the independent auditor and dis

closure counsel and to clarify
certain issues regarding the distribution of

the civil penalty The parties made the modifications and on February 24

2010 the District Court entered the Consent Judgment encompassing

the settlement terms

On February 2010 the Office of the New York State Attorney Gen

eral NY AG filed civil complaint in the Supreme Court of New York

State entitled People of the State of New York Bank of America eta

The complaint names as defendants the Corporation and the Corpo

rations former chief executive and chief financial officers Kenneth

Lewis and Joseph Price and alleges violations of Sections 352

352-c1a 352-c1c and 353 of the New York General Business Law

commonly known as the Martin Act and Section 6312 of the New York

Executive Law The complaint is based on among other things alleged

false statements and omissions and fraudulent practices related to

the disclosure of Merrill Lynchs financial condition and its interim and

projected losses during the fourth quarter of 2008 the Corporations

contacts with federal government officials regarding the Corporations

consideration of invoking the material adverse effect clause in the merger

agreement and the possibility of obtaining additional government assis

tance Hi the disclosure of the payment and timing of year-end incentive

compensation to Merrill Lynch employees and iv public statements

regarding the due diligence conducted in connection with the Acquisition

and positive statements regarding the Acquisition The complaint seeks

an unspecified amount in disgorgement penalties restitution and dam

ages and other equitable relief

Merrifi Lynch Subprmereated Matters

Louisiana Sheriffs Pension Relief Fund Conway et al

On October 2008 putative class action was filed against Merrill

Lynch Merrill Lynch Capital Trust Merrill Lynch Capital Trust II Merrill

Lynch Capital Trust Ill MLPFS collectively the Merrill Lynch entities

and certain present and former Merrill Lynch officers and directors and

underwriters including BAS in New York Supreme Court New York Coun

ty The complaint seeks relief on behalf of all persons who purchased or

otherwise acquired debt securities issued by the Merrill Lynch entities

pursuant to shelf registration statement dated March 31 2006 The

complaint alleged that prospectuses misstated the financial condition of

the Merrill Lynch entities and failed to disclose their exposure to losses

from investments tied to subprime and other mortgages as well as their

liability arising from its participation in the ARS market On October 22

2008 the action was removed to the U.S District Court for the Southern

District of New York and on November 2008 it was accepted as
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related case to In re Merrill Lynch Co Inc Securities Derivative and

ERISA Litigation On April 21 2009 the parties reached an agreement in

principle to settle the Louisiana Sheriffs matter in an amount that is not

material to the Corporations Consolidated Financial Statements and

dismiss all claims with prejudice On November 30 2009 the U.S Dis

trict Court for the Southern District of New York granted final approval of

the settlement

Connecticut Carpenters Pension Fund eta Merrill Lynch Co
Inc eta Iron Workers Local No 25 Pension Fund CreditBased

Asset Servicing and Securitization LLC of Public Employees Ret

System of Mississippi Merrill Lynch Co Inc eta Wyoming State

Treasurer Merrill Lynch Co Inc

Beginning in December 2008 Merrill Lynch affiliated entities including

Merrill Lynch Mortgage Investors Inc and officers and directors of Merrill

Lynch Mortgage Investors Inc and others were named in four putative

class actions arising out of the underwriting and sale of more than $55

billion of MBS The complaints alleged among other things that the rele

vant registration statements and accompanying prospectuses or pro

spectus supplements misrepresented or omitted material facts regarding

the underwriting standards used to originate the mortgages in the mort

gage pools underlying the MBS the process by which the mortgage pools

were acquired and the appraisals of the homes secured by the mort

gages Plaintiffs seek to recover alleged losses in the market value of the

MBS allegedly caused by the performance of the underlying mortgages or

to rescind their purchases of the MBS These cases were consolidated

under the caption Public Employees Ret System of Mississippi Merrill

Lynch Co Inc and on May 20 2009 consolidated amended com

plaint was filed On June 17 2009 all defendants filed motion to dis

miss the consolidated amended complaint

Federal Home Loan Bank of Seattle Litigation

On December 23 2009 FHLB Seattle filed complaint entitled Federal

Home Loan Bank of Seattle Merrill Lynch Pierce Fenner Smith Inc

et in the Superior Court of Washington for King County against

MLPFS Merrill Lynch Mortgage Investors Inc and Merrill Lynch Mort

gage Capital Inc The complaint alleges violations of the Securities Act of

Washington in connection with the offering of various MBS and asserts

among other things misstatements and omissions concerning the credit

quality of the mortgage loans underlying the MBS and the loan origination

practices associated with those loans The complaint seeks rescission

interest costs and attorneys fees

Merrill Lynch Co Inc is cooperating with the SEC and other gov

ernmental authorities investigating subprime mortgage-related activities

Montgomery

On January 19 2010 putative class action entitled Montgomery

Bank of America et was filed in the U.S District Court for the South

ern District of New York against the Corporation BAS MLPFS and

number of its current and former officers and directors on behalf of all

persons who acquired certain preferred stock offered pursuant to shelf

registration statement dated May 2006 specifically two offerings

dated January 24 2008 and another dated May 20 2008 The Mont

gomery complaint asserts claims under Sections 11 12a2 and 15 of

the Securities Act of 1933 and alleges that the prospectus supplements

associated with the offerings failed to disclose that the Corporations

loans leases CDOs and commercial MBS were impaired to greater

extent than disclosed ii misrepresented the extent of the impaired

assets by failing to establish adequate reserves or properly record losses

for its impaired assets and Hi misrepresented the adequacy of the

Corporations internal controls and the Corporations capital base in light

of the alleged impairment of its assets

Muncipa Derivatives Matters

The Antitrust Division of the DOJ the SEC and the Internal Revenue Serv

ice IRS are investigating possible anticompetitive bidding practices in

the municipal derivatives industry involving various parties including

BANA dating back to the early 199Os The activities at issue in these

industry-wide government investigations concern the bidding process for

municipal derivatives that are offered to states municipalities and other

issuers of tax-exempt bonds The Corporation has cooperated and con

tinues to cooperate with the DOJ the SEC and the IRS On January 11

2007 the Corporation entered into Corporate Conditional Leniency

Letter the Letter with DOJ Under the Letter and subject to the Corpo

rations continuing cooperation the DOJ will not bring any criminal anti

trust prosecution against the Corporation in connection with the matters

that the Corporation reported to DOJ Subject to satisfying the DOJ and

the court presiding over any civil
litigation

of the Corporations coopera

tion the Corporation is eligible for limit on liability to single rather

than treble damages in certain types of related civil antitrust actions and

relief from
joint

and several antitrust liability with other civil defend

ants

On February 2008 BANA received Wells notice advising that the

SEC staff is considering recommending that the SEC bring civil

injunctive action and/or an administrative proceeding against BANA in

connection with the bidding of various financial instruments associated

with municipal securities An SEC action or proceeding could seek

permanent injunction disgorgement plus prejudgment interest civil penal

ties and other remedial relief Merrill Lynch is also being investigated by

the SEC and the DOJ concerning bidding practices in the municipal

derivatives industry

Beginning in March 2008 the Corporation BANA and other financial

institutions including Merrill Lynch have been named as defendants in

complaints filed in federal courts in the District of Columbia New York

and elsewhere Plaintiffs in those cases purport to represent classes of

government and private entities that purchased municipal derivatives

from defendants The complaints allege that defendants conspired to

allocate customers and fix or stabilize the prices of certain municipal

derivatives from 1992 through the present The plaintiffs complaints

seek unspecified damages including treble damages These lawsuits

were consolidated for pre-trial proceedings in the In re Municipal

Derivatives Antitrust Litigation pending in the U.S District Court for the

Southern District of New York BANA BAS Merrill Lynch and other finan

cial institutions have also been named in several related individual suits

originally
filed in California state courts on behalf of number of cities

and counties in California and asserting state law causes of action All

of these cases have been removed to the U.S District Court for the

Southern District of New York and are now part of In re Municipal

Derivatives Antitrust Litigation The amended complaints filed in these

actions continue to allege substantially similar conspiracy and now

assert violations of the Sherman Act and Californias Cartwright Act Six

individual actions have been filed in the U.S District Courts for the East

ern and Central Districts of California All of these cases allege sub

stantially similar conspiracy and violations of the Sherman and Cartwright

Acts and seek unspecified damages and in some cases treble dam

ages All six cases are in the process of being transferred for con

solidation in the In re Municipal Derivatives Antitrust Litigation

On September 2009 BANA was sued by the West Virginia Attorney

General on behalf of the State of West Virginia
for the same conspiracy

alleged in the In re Municipal Derivatives Antitrust Litigation The suit was

originally filed in the Circuit Court of Mason County West Virginia BANA

removed the case to the U.S District Court for the Southern District of

West
Virginia Huntington Division The States motion to remand is

fully

briefed Upon removal BANA noticed the States case as tag-along

action subject to transfer by the MDL Panel The MDL Panel has issued

Conditional Transfer Order transferring the action to the U.S District

Court for the Southern District of New York The State objected and filed

motion to vacate That motion was denied on February 2010

Beginning in April 2008 the Corporation and BANA received sub

poenas interrogatories and/or civil investigative demands from number

of state attorneys general requesting documents and information regard

ing municipal derivatives transactions from 1992 through the present
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The Corporation and BANA are cooperating with the state attorneys

general

Ocala Litigation

On November 25 2009 BANA was named as defendant in two related

lawsuits filed in the U.S District Court for the Southern District of New

York In BNP Paribas Mortgage Corporation Bank of America N.A and

Deutsche Bank AG Bank of America N.A plaintiffs assert breach of

contract negligence and indemnification claims in connection with

BANAs roles as among other things collateral agent custodian and

indenture trustee of Ocala Funding LLC Ocala Ocala was mortgage

warehousing facility that provided funding to Taylor Bean Whitaker

Mortgage Corp TBW by issuing commercial paper and term securities

backed by mortgage loans originated by TBW Plaintiffs claim that they

purchased in excess of $1.6 billion in securities issued by Ocala and that

BANA allegedly failed among other things to protect the collateral back

ing plaintiffs securities Plaintiffs seek unspecifiedcompensatory dam

ages among other relief On February 2010 BANA moved to dismiss

the complaints

Parmalat Finanziaria S.p.A Matters

On December 24 2003 Parmalat Finanziaria S.p.A Parmalat was admit

ted into insolvency proceedings in Italy known as extraordinary

administration The Corporation through certain of its subsidiaries

including BANA provided financial services and extended credit to Parma

lat and its related entities On June 21 2004 Extraordinary Commis

sioner Dr Enrico Bondi filed with the Italian Ministry of Production

Activities plan of reorganization for the restructuring of the companies

of the Parmalat group that are included in the Italian extraordinary admin

istration proceeding In July 2004 the Italian Ministry of Production Activ

ities approved the Extraordinary Commissioners restructuring plan as

amended for the Parmalat group companies that are included in the Ital

ian extraordinary administration proceeding This plan was approved by

the voting creditors and the Court of Parma Italy
in October of 2005

Litigation and investigations relating to Parmalat are pending in both

Italy and the United States

Proceedings in Italy

On May 26 2004 the Public Prosecutors Office for the Court of Milan

Italy filed criminal charges against Luca Sala Luis Moncada and Antonio

Luzi three former employees of the Corporation alleging the crime of

market manipulation in connection with press release issued by Parma

lat On December 18 2008 the Court of Milan Italy fully acquitted each

of the former employees of all charges On June 17 2009 the Public

Prosecutors Office for the Court of Milan Italy filed an appeal of the

decision The initial hearing date for the appeal is set for January 26
2010 The Public Prosecutors Office also filed related charge in May

2004 against the Corporation asserting administrative liability based on

an alleged failure to maintain an organizational model sufficient to pre

vent the alleged criminal activities of its former employees The trial on

this administrative charge is ongoing with hearing dates scheduled in

2010

On July 31 2009 the Public Prosecutors Office for the Court of

Parma Italy filed formal charges against 10 former employees and one

current employee of the Corporation alleging the commission of crimes

of fraudulent bankruptcy fraud usury and embezzlement in connection

with the insolvency of Parmalat The first preliminary hearing was held on

November 16 2009 with further hearings in 2010

Proceedings in the United States

All cases listed herein have been transferred to the U.S District Court for

the Southern District of New York for coordinated pre-trial purposes under

the caption In re Securities
Litigation Parmalat

Since December 2003 certain purchasers of Parmalat-related private

placement offerings have filed complaints against the Corporation and

various related entities in the following actions Principal Global Investors

LLC et al Bank of America Corporation et in the U.S District Court

for the Southern District of Iowa Monumental Life Insurance Company et

al Bank of America Corporation et al in the U.S District Court for the

Northern District of Iowa Prudential Insurance Company of America and

Hartford Life Insurance Company Bank of America Corporation et in

the U.S District Court for the Northern District of Illinois Allstate Life

Insurance Company Bank of America Corporation et in the U.S

District Court for the Northern District of Illinois Hartford Life Insurance

Bank of America Corporation et in the U.S District Court for the

Southern District of New York and John Hancock Life Insurance Com

pany et Bank of America Corporation et in the U.S District Court

for the District of Massachusetts The actions variously allege violations

of federal and state securities laws and state common law and seek

rescission and unspecified damages based upon the Corporations and

related entities alleged roles in certain private placement offerings

issued by Parmalat-related companies The plaintiffs seek rescission and

unspecified damages resulting from alleged purchases of approximately

$305 million in private placement instruments

On November 23 2005 the Official Liquidators of Food Holdings Lim

ited and Dairy Holdings Limited two entities in
liquidation proceedings in

the Cayman Islands filed complaint entitled Food Holdings Ltd et al

Bank of America Corp et the Food Holdings Action in the U.S District

Court for the Southern District of New York against the Corporation and

several related entities The complaint in the Food Holdings Action alleges

that the Corporation and other defendants conspired with Parmalat in carry

ing out transactions involving the plaintiffs in connection with the funding of

Parmalats Brazilian entities and asserts claims for fraud negligent mis

representation breach of
fiduciary duty and other related claims The com

plaint seeks in excess of $400 million in compensatory damages and

interest among other relief bench trial was held the week of Sep
tember 14 2009 On February 17 2010 the District Court issued an Opin

ion and Order dismissing all of the claims

Pender Litigation

The Corporation is defendant in putative class action entitled William

Pender eta Bank of America Corporation et al formerly captioned

Anita Pothier et Bank of America Corporation et which is pend

ing in the U.S District Court for the Western District of North Carolina The

action filed on June 30 2004 is brought on behalf of participants in or

beneficiaries of The Bank of America Pension Plan formerly known as the

NationsBank Cash Balance Plan and The Bank of America 401k Plan

formerly known as the NationsBank 401k Plan The Corporation BANA

The Bank of America Pension Plan The Bank of America 401k Plan the

Bank of America Corporation Corporate Benefits Committee and various

members thereof and PricewaterhouseCoopers LLP are defendants The

complaint alleges violations of ERISA including that the design of The

Bank of America Pension Plan violated ERISAs defined benefit pension

plan standards and that such plans definition of normal retirement age is

invalid In addition the complaint alleges age discrimination by The Bank

of America Pension Plan unlawful lump sum benefit calculation violation

of ERISAs anti-backloading rule that certain voluntary transfers of

assets by participants in The Bank of America 401k Plan to The Bank of

America Pension Plan violated ERISA and other related claims The com

plaint alleges that plan participants are entitled to greater benefits and

seeks declaratory relief monetary relief in an unspecified amount equi

table relief including an order reforming The Bank of America Pension

Plan attorneys fees and interest On September 26 2005 the bank

defendants filed motion to dismiss On December 2005 the plaintiffs

moved to certi classes consisting of among others all persons who

accrued or who are currently accruing benefits under The Bank of America

Pension Plan and ii all persons who elected to have amounts represent

ing their account balances under The Bank of America 401k Plan trans

ferred to The Bank of America Pension Plan
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NOTE 15 Shareholders Equity and Earnings Per

Common Share

Common Stock

In January 2009 the Corporation issued 1.4 billion shares of common

stock in connection with its acquisition of Merrill Lynch For additional

information regarding the Merrill Lynch acquisition see Note Merger

and Restructuring Activity During 2009 and 2008 in connection with

preferred stock issuances to the U.S government under TARP the Corpo

ration issued warrants to purchase 121.8 million shares of common

stock at an exercise price of $30.79 per share and 150.4 million shares

of common stock at an exercise price of $13.30 per share The U.S

Treasury recently announced its intention to auction during March 2010

these warrants

During the second quarter of 2009 the Corporation issued 1.25 bil

lion shares of its common stock at an average price of $10.77 per share

through an at-the-market issuance program resulting in gross proceeds of

approximately $13.5 billion

The Corporation may repurchase shares subject to certain

restrictions from time to time in the open market or in private trans

actions through the Corporations approved repurchase program In 2009

the Corporation did not repurchase any shares of common stock and

issued approximately 7.4 million shares under employee stock plans At

December 31 2009 the Corporation had reserved 1.3 billion of unissued

common shares for future issuances

In October 2009 the Board declared fourth quarter cash dividend of

$0.01 per common share which was paid on December 24 2009 to

During 2009 in addition to the exchanges detailed in the table above

the Corporation exchanged 3.6 million shares or $3.6 billion aggregate

liquidation preference of Series 7.25% Non-Cumulative Perpetual Con

vertible Preferred Stock into 255 million shares of common stock valued

at $2.8 billion which was accounted for as an induced conversion of

preferred stock

As result of the exchange the Corporation recorded an increase to

retained earnings and net income applicable to common shareholders of

approximately $580 million This represents the net of $2.62 billion

benefit due to the excess of the carrying value of the Corporations

non-convertible preferred stock over the fair value of the common stock

common shareholders of record on December 2009 In July 2009 the

Board declared third quarter cash dividend of $0.01 per common share

which was paid on September 25 2009 to common shareholders of

record on September 2009 In April 2009 the Board declared sec

ond quarter cash dividend of $0.01 per common shae which was paid on

June 26 2009 to shareholders of record on June 2009 In January

2009 the Board declared first quarter cash dividend of $0.01 per

common share which was paid on March 27 2009 to shareholders of

record on March 2009

In addition in January 2010 the Board declared regular quarterly

cash dividend on common stock of $0.01 per share payable on

March 26 2010 to common shareholders of record on March 2010

Preferred Stock

During 2009 the Corporation entered into agreements with certain hold

ers of non-government perpetual preferred stock to exchange their hold

ings of approximately $7.3 billion aggregate liquidation preference of

perpetual preferred stock for approximately 545 million shares of com

mon stock In addition the Corporation exchanged approximately $3.9

billion aggregate liquidation preference of non-government preferred stock

for approximately 200 million shares of common stock in an exchange

offer In total these exchanges resulted in the exchange of approximately

$11.3 billion aggregate liquidation preference of preferred stock into

approximately 745 million shares of common stock The table below pro

vides further detail on the non-convertible perpetual preferred stock

exchanges

exchanged This was partially
offset by $2.04 billion inducement repre

senting the excess of the fair value of the common stock exchanged over

the fair value of the common stock that would have been issued under

the original conversion terms

In connection with the Merrill Lynch acquisition Merrill Lynch

non-convertible preferred shareholders received Bank of America Corpo

ration preferred stock having substantially identical terms Merrill Lynch

convertible preferred stock remains outstanding and is now convertible

into Bank of America common stock at an exchange ratio equivalent to

the exchange ratio for Merrill Lynch common stock in connection with the

acquisition

Preferred Fair Value

Dollars in millions actual shares
Shares Carrying common of Stock

Series Exchanged Value Shares Issued Issued

Negotiated Exchanges

Series 173298 4332 328193964 $3635

Series 102643 2566 192970068 2178

Series 7024 211 11642232 131

Series 6566 164 10104798 114

Series 33404 33 2069047 23

Total Negotiated Exchanges 322935 7306 544980109 6081

Exchange Offer

Series 61509 1538 78670451 1003

Series 29810 894 45753525 583

Series 16139 484 22866796 292

Series 19453 584 27562975 351

Series 4664 140 7490194 95

Series 7416 185 10215305 130

SeriesJ 2289 57 3378098 43

Series 2517 63 4062655 52

Total Exchange Offer 143797 3945 199999999 2549

Total Preferred Exchanges 466732 $11251 744980108 $8630

Amnsnts shnwn are before third
party

issuance costs
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The following table presents summary of preferred stock previously issued by the Corporation and remaining outstanding including the series of

preferred stock issued and remaining outstanding in connection with the acquisition of Merrill Lynch after consideration of the exchanges discussed

on the previous page

Preferred Stock Summary

Liquidation

Initial Total Preference

Dollars in millions except as noted Issuance Shares per Share Carrying Per Annum

Series Description Date Outstanding in dollars Value Dividend Rate Redemption Period

Series 7% Cumulative June

Redeemable 1997 7571 100 7.00% n/a

Series 139 6.204% Non- September On or after

Cumulative 2006 26434 25000 661 6.204% September 14 2011

Series 139 Annual rate equal to the

greater of 3-mo

Floating Rate November LIBOR 35 bps and On or after

Non-Cumulative 2006 19491 25000 487 4.00% November 15 2011

Series 3.91 8.20% Non- May On or after

Cumulabve 2008 114483 25000 2862 8.20% May 2013

Series 139 6.625% Non- September On or after

Cumulative 2007 14584 25000 365 6.625% October 2017

Series 391 7.25% Non- November On or after

Cumulative 2007 39111 25000 978 7.25% November 2012

Series 310
Fixed-to-Floating 8.00% through 1/29/18

Rate Non- January 3-mo LIBOR 363 bps On or after

Cumulative 2008 66702 25000 1668 thereafter January 30 2018

Series 7.25% Non-

Cumulative

Perpetual January

Convertible 2008 3349321 1000 3349 7.25% n/a

Series 13 10
Fixed-to-Floating 8.125%

through

Rate Non- April 5/14/18 3-mo LIBOR On or after

Cumulative 2008 57357 25000 1434 364 bps thereafter May 15 2018

Series Common December Same as dividend per

Equivalent Stock 2009 1286000 15000 19290 common share n/a

Series 34
Floating Rate November On or after

Non-Cumulative 2004 4861 30000 146 3-mo LIBOR 75 bps 151 November 28 2009

Series Floating Rate March On or after

Non-Cumulative 2005 17547 30000 526 3-mo LIBOR 65 bps November 28 2009

Series 34 6.375% Non- November On or after

Cumulative 2005 22336 30000 670 6.375% November 28 2010

Series 34
Floating Rate November On or after

Non-Cumulative 2005 12976 30000 389 3-mo LIBOR 75 bps November 28 2010

Series 34
Floating Rate March On or after

Non-Cumulative 2007 20190 30000 606 3-mo LIBOR 50 bps May 21 2012

Series 371 6.70% Non-

Cumulative September On or after

Perpetual 2007 65000 1000 65 6.70% February 03 2009

Series 137 6.25% Non-

Cumulative September On or after

Perpetual 2007 16596 1000 17 6.25% March 18 2010

Series 34 8.625% Non- April On or after

Cumulative 2008 89100 30000 2673 8.625% May 28 2013

Series 9.00% Non-voting

MC 38 Mandatory

Convertible Non- July On

Cumulative 2008 12000 100000 1200 9.00% October 15 2010

Series 9.00% Non-voting

MC 38 Mandatory

Convertible Non- July On

Cumulative 2008 5000 100000 500 9.00% October 15 2010

Total 5246660 37887

Ill Amounts shown are before third party issuance costs and other Merrill Lynch purchase accounting related adjustments of $679 million

121 Series Preferred Stock does not hate early redemption/call rights

13 The corporation may redeem series of preferred stock on or after the redemption date in whole or in part at its option at the liquidation preference plus declared and unpaid dividends

141

Ownership is held in the form of depositary shares each representing l/l200th interest in ahare of preferred stock paying quarterly cash dividend if and when declared

151

Sabject to 3.00% minimum rate per annum

101

Subject to 4.00% minimum rate per annum

17
Ownership is held in the form of depositary shares each representing l/4O intereat in share of preferred stock paying quarterly cash dividend if and when declared

11
Represents shares outstanding of Merrill Lynch Co Inc Each share of Mandatory Convertible Preferred Stock Series and Series wIll be converted on October 15 2010 into mavimum of 2605 and 3820

shares of the Corporations common stock plus cash in lieu of fractional shares and are optionally convertible prior to that time into 2227 and 3265 shares

11 Ownership is held in the form of depositary shares each representing 1/10000 interest in share of preferred stock paying quarterly cash dividend if and when declared

1101
Ownership is held in the form of depositary shares each representing 1125tv interest in share of preferred otock paying semi-annual cash dividend if and when declared until the redemption date adjusts to

quarterly cash dividend If and when declared thereafter

n/a not applicable
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Series Preferred Stock does not have early redemption/call rights

Each share of the Series Preferred Stock may be converted at any time

at the option of the holder into 20 shares of the Corporations common

stock plus cash in lieu of fractional shares On or after January 30 2013

the Corporation may cause some or all of the Series Preferred Stock at

its option at any time or from time to time to be converted into shares of

common stock at the then-applicable conversion rate if for 20 trading

days during any period of 30 consecutive trading days the closing price

of common stock exceeds 130 percent of the then-applicable conversion

price
of the Series Preferred Stock If the Corporation exercises its

rights
to cause the automatic conversion of Series Preferred Stock on

January 30 2013 it will still pay any accrued dividends payable on Jan

uary 30 2013 to the applicable holders of record

Common Equivalent Junior Preferred Stock Series Common Equiv

alent Stock does not have early redemption/call rights Each share of the

Common Equivalent Stock is automatically convertible into 1000 shares

of the Corporations common stock following effectiveness of an amend

ment to the Corporations certificate of incorporation to increase the

amount of authorized common stock Ownership of the Common Equiv

alent Stock is held in the form of depositary shares each representing

i/bOoth interest in share of preferred stock paying cash dividends

on an as converted basis with the Corporations common stock if and

when declared In certain circumstances following the failure of the Corpo

rations stockholders to approve the amendment to the certificate of

incorporation the Common Equivalent Stock will partially convert into

common stock the liquidation preference per share will be proportionally

reduced and the shares will be entitled to additional quarterly cash divi

dends if and when declared

All series of preferred stock in the previous table have par value of

$0.01 per share The shares of the series of preferred stock above are

not subject to the operation of sinking fund and other than the right of

the Series Preferred Stock to participate in certain common dividends

and liquidating distributions have no participation rights With the

exception of the Series Preferred Stock Common Equivalent Stock and

Mandatory Convertible Preferred Stock Series and the shares of the

series of preferred stock in the previous table are not convertible The

holders of the Series Preferred Stock Common Equivalent Stock and

Series 1-8 Preferred Stock have general voting rights and the holders of

the other series included in the previous table have no general voting

rights All preferred stock of the Corporation outstanding has preference

over the Corporations common stock with respect to the payment of divi

dends and distribution of the Corporations assets in the event of liqui

dation or dissolution except the Series which ranks equally with the

common stock in certain circumstances If any dividend payable on these

series is in arrears for three or more semi-annual or six or more quarterly

dividend periods as applicable whether consecutive or not the holders

of these series and any other class or series of preferred stock ranking

equally as to payment of dividends and upon which equivalent voting

rights have been conferred and are exercisable voting as single class

will be entitled to vote for the election of two additional directors These

voting rights terminate when the Corporation has paid in full dividends on

these series for at least two semi-annual or four quarterly dividend peri

ods as applicable following the dividend arrearage

In October 2008 in connection with TARP the Corporation issued to

the US Treasury non-voting perpetual preferred stock and warrants for

$15.0 billion In addition in January 2009 in connection with TARP and

the Merrill Lynch acquisition the Corporation issued additional preferred

stock for $30.0 billion On December 2009 the Corporation received

approval from the U.S Treasury and Federal Reserve to repay the U.S

governments $45.0 billion preferred stock investment provided under

TARP In accordance with the authorization on December 2009 the

Corporation repurchased all outstanding shares of Fixed-Rate Cumulative

Perpetual Preferred Stock Series Series and Series preferred stock

collectively TARP Preferred Stock previously issued to the U.S Treasury

The U.S Treasury recently announced its intention to auction during

March 2010 the common stock warrants the Corporation issued in

connection with the sale of the TARP Preferred Stock

The Corporation repurchased the TARP Preferred Stock through use of

$25.7 billion in excess liquidity and $19.2 billion in proceeds from the

sale of 1.3 billion Common Equivalent Securities CES valued at $15.00

per unit The Common Equivalent Securities consist of depositary shares

representing interests in shares of Common Equivalent Stock and war

rants Contingent Warrants to purchase an aggregate of 60 million

shares of the Corporations common stock Each CES consisted of one

depositary share representing 1/1000th interest in share of Common

Equivalent Stock and each Contingent Warrant granted the holder the

right to purchase 0.0467 of share of common stock for $0.01 per

share Each depositary share entitled the holder through the depository

to proportional fractional interest in all rights and preferences of the

Common Equivalent Stock including conversion dividend liquidation
and

voting rights

The Corporation held special meeting of stockholders on February

23 2010 at which it obtained stockholder approval of an amendment to

the amended and restated certificate of incorporation to increase the

number of authorized shares of common stock and accordingly the

Common Equivalent Stock automatically converted in full into 1.286 bil

lion shares of common stock on February 24 2010 following the filing of

the amendment with the Delaware Secretary of State on February 23

2010 In addition as result the Contingent Warrants expired without

having become exercisable and the CES ceased to exist

During 2009 2008 and 2007 the aggregate dividends declared on

preferred stock were $4.5 billion $1.3 billion and $182 million

respectively This included $536 million in 2009 related to preferred

stock issued or remaining outstanding as part of the Merrill Lynch

acquisition
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Accumulated OCI

The following table presents the changes in accumulated OCl for 2009 2008 and 2007 net-of-tax

Available-for- Available-for-

Sale Debt Sale Marketable Employee Foreign

Dollars in millions Securities
Equity Securities Derivatives Benefit Plans Currency Total

Balance December 31 2008 $5956 3935 $3458 $4642 704 $10825
Cumulative adjustment for accounting change 0TTl 71 71
Net change in fair value recorded in accumulated OCI 6364 2651 197 318 211 9741
Net realized gains losses reclassified into earnings 965 4457 726 232 4464

Balance December 312009 628 2129 $2535 $4092 493 5619
Balance December 312007 $1880 8416 $4402 $1301 296 1129
Net change in fair value recorded in accumulated OCI 5496 4858 104 3387 1000 14637
Net realized losses reclassified into earnings 1420 377 840 46 2683

Balance December 31 2008 $5956 3935 $3458 $4642 704 $1O825

Balance December 312006 $3117 384 $3697 $1428 147 7711
Net change in fair value recorded in accumulated DCI 1100 8316 1252 142 8310
Net realized losses reclassified into earnings 137 284 547 123 530

Balance December 31 2007 $1880 8416 $4402 $1301 296 1129

Ill Net change in fair value represents after-tao adjustments based on the final year-esd actuarial valuations

121 Net change in fair value represents oely the impact of changes is foreign eschange rates an the Corporations net investment in foreign operations

131 Effective January 2009 the Corporation adapted new accounting guidance as the recognition of other-than-temporary impairment losses on debt secarities For additional information on the adoption of this

accounting guidance see Note Summary of Significant Accounting Principles and Note 5Securities

141 For mare information on employee benefit plans see Note 17Employee Benefit Plans

Earnings Per Common Share

On January 2009 the Corporation adopted new accounting guidance

on EPS which defines unvested share-based payment awards that contain

nonforfeitable rights to dividends as participating securities that are

included in computing EPS using the two-class method Prior period EPS

amounts have been reclassified to conform to current period pre

sentation See Note Summary of Significant Accounting Principles for

additional information

For 2009 2008 and 2007 average options to purchase 315 million

181 million and 28 million shares respectively of common stock were

outstanding but not included in the computation of earnings per common

share because they were antidilutive under the treasury stock method For

2009 147 million average dilutive potential common shares associated

with the convertible Series Preferred Stock and Mandatory Convertible

Preferred Stock Series and Series were excluded from the diluted

share count because the result would have been antidilutive under the

if-converted method For 2009 81 million average potential dilutive

common shares associated with the Common Equivalent Securities were

also excluded from the diluted share count because the result would have

been antidilutive under the if-converted method For 2009 average

warrants to purchase 265 million shares of common stock were out

standing but not included in the computation of earnings per common

share because they were antidilutive under the treasury stock method For

2008 128 million average dilutive potential common shares associated

with the convertible Series Preferred Stock issued in January 2008 were

excluded from the diluted share count because the result would have been

antidilutive under the if-converted method

The calculation of earnings per common share and diluted earnings

per common share for 2009 2008 and 2007 is presented below

Dollars in millions encept per share information shares in thousands 2009 2008 2007

Earnings loss per common share

Net income 6276 4008 14982
Preferred stock dividends 4494 1452 182
Accelerated accretion from redemption of preferred stock issued to the U.S Treasury 3986

Net income loss applicable to Common shareholders 2204 2556 14800

Income loss allocated to participating securities 69 108

Net income loss allocated to common shareholders 2210 2487 14692

Average common shares issued and outstanding 7728570 4592085 4423579

Earnings loss per common share 0.29 0.54 3.32

Diluted earnings loss per common share

Net income loss applicable to common shareholders1 2204 2556 14800
Income loss allocated to participating securities 69 108

Net income loss allocated to common shareholders 2210 2487 14692

Average common shares issued and outstanding 7728570 4592085 4423579

Dilutive potential common shares 4343 39634

Total diluted average common shares issued and outstanding 7728570 4596428 4463213

Diluted earnings loss per common share 0.29 0.54 3.29

11 For 2009 the Corporation recorded an increase to retained earnings and net income applicable to common shareholders of approsimately $580 million related to the Corporations preferred atock eochasge for

common stock

121 Includes incremental shares from restricted stock units restricted stock shares stock options and warrants Due to net lass applicable to common shareholders for 2009 no dilutive potential common shares were

included in the calculations of diluted EPS because they were antidilutive
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NOTE 16 Regulatory Requirements and

Restrictions

The Federal Reserve requires the Corporations banking subsidiaries to

maintain reserve balances based on percentage of certain deposits

Average daily reserve balances required by the Federal Reserve were

$10.9 billion and $7.1 billion for 2009 and 2008 Currency and coin

residing in branches and cash vaults vault cash are used to partially

satisfy the reserve requirement The average daily reserve balances in

excess of vault cash held with the Federal Reserve amounted to $3.4

billion and $133 million for 2009 and 2008

The primary sources of funds for cash distributions by the Corporation

to its shareholders are dividends received from its banking subsidiaries

Bank of America N.A and FIA Card Services N.A In 2009 the Corpo

ration received $3.4 billion in dividends from Bank of America N.A In

2010 Bank of America N.A and FIA Card Services N.A can declare and

pay dividends to the Corporation of $1.4 billion and $0 plus an additional

amount equal to their net profits for 2010 as defined by statute up to

the date of any such dividend declaration The other subsidiary national

banks can initiate aggregate dividend payments in 2010 of $373 million

plus an additional amount equal to their net profits for 2010 as defined

by statute up to the date of any such dividend declaration The amount of

dividends that each subsidiary bank may declare in calendar year with

out approval by the Office of the Comptroller of the Currency 0CC is the

subsidiary banks net profits for that year combined with its net retained

profits as defined for the preceding two years

The Federal Reserve 0CC Federal Deposit Insurance Corporation

FDIC and Office of Thrift Supervision collectively joint agencies have in

place regulatory capital guidelines for U.S banking organizations Failure

to meet the capital requirements can initiate certain mandatory and dis

cretionary actions by regulators that could have material effect on the

Corporations financial position The regulatory capital guidelines meas

ure capital in relation to the credit and market risks of both on- and

off-balance sheet items using various risk weights Under the regulatory

capital guidelines Total capital consists of three tiers of capital Tier

capital includes common shareholders equity Trust Securities non-

controlling interests and qualifying preferred stock less goodwill and

other adjustments Tier capital consists of preferred stock not qualifying

as Tier capital mandatorily convertible debt limited amounts of sub

ordinated debt other qualifying term debt the allowance for credit losses

up to 1.25 percent of risk-weighted assets and other adjustments Tier

capital includes subordinated debt that is unsecured fully paid has an

original maturity of at least two years is not redeemable before maturity

without prior approval by the Federal Reserve and includes lock-in

clause precluding payment of either interest or principal if the payment

would cause the issuing banks risk-based capital ratio to fall or remain

below the required minimum Tier capital can only be used to satisfy

the Corporations market risk capital requirement and may not be used to

support its credit risk requirement At December 31 2009 and 2008 the

Corporation had no subordinated debt that qualified as Tier capital

Certain corporate-sponsored trust companies which issue Trust Secu

rities are not consolidated In accordance with Federal Reserve guidance the

Federal Reserve allows Trust Securities to qualify as Tier capital with

revised quantitative limits that will be effective on March 31 2011 As

result the Corporation includes Trust Securities in Tier capital Current

limits restrict core capital elements to 15 percent of total core capital ele

ments for internationally active bank holding companies In addition the

Federal Reserve revised the qualitative standards for capital instruments

included in regulatory capital Internationally active bank holding companies

are those that have significant activities in non-U.S markets with con

solidated assets greater than $250 billion or on-balance sheet foreign

exposure greater than $10 billion At December 31 2009 the Corporations

restricted core capital elements comprised 11.8 percent of total core capital

elements The Corporation expects to remain
fully compliant with the revised

limits prior to the implementation date of March 31 2011

To meet minimum adequately-capitalized regulatory requirements an

institution must maintain Tier capital ratio of four percent and Total

capital ratio of eight percent well-capitalized institution must gen

erally maintain capital ratios 200 bps higher than the minimum guide

lines The risk-based capital rules have been further supplemented by

Tier leverage ratio defined as Tier capital divided by adjusted quar

terly average total assets after certain adjustments Well-capitalized

bank holding companies must have minimum Tier leverage ratio of

four percent National banks must maintain Tier leverage ratio of at

least five percent to be classified as well-capitalized

Net unrealized gains losses on AFS debt securities net unrealized

gains on AFS marketable equity securities net unrealized gains losses

on derivatives and employee benefit plan adjustments in shareholders

equity are excluded from the calculations of Tier common capital Tier

capital
and leverage ratios The Total capital ratio excludes all of the

above with the exception of up to 45 percent of net unrealized pre-tax

gains on AFS marketable equity securities

The Corporation calculates Tier common capital as Tier capital

including CES less qualifying trust preferred securities hybrid securities

and qualifying noncontrolling interest in subsidiaries CES is included in

Tier common capital based upon applicable regulatory guidance and the

expectation that the underlying Common Equivalent Stock would convert

into common stock following shareholder approval of additional

authorized shares Tier common capital was $120.4 billion and $63.3

billion and the Tier common capital ratio was 7.81 percent and 4.80

percent at December 31 2009 and 2008
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Regulatory Capital

Regulatory Capital Developments
In June 2004 the Basel Il Accord was published with the intent of more

closely aligning regulatory capital requirements with underlying risks sim

ilar to economic capital While economic
capital

is measured to cover

unexpected losses the Corporation also manages regulatory capital to

adhere to regulatory standards of capital adequacy The Basel II Final

Rule Basel II Rules which was published on December 2007 estab

lished requirements for the U.S implementation and provided

detailed
capital requirements for credit and operational risk under Pillar

supervisory requirements under Pillar and disclosure requirements

under Pillar The Corporation will begin Basel II parallel implementation

during the second quarter of 2010

In July 2009 the Basel Committee on Banking Supervision released

consultative document entitled Revisions to the Basel II Market Risk

Framework that would significantly increase the capital requirements for

trading book activities if adopted as proposed The proposal recom

mended implementation by December 31 2010 but regulatory agencies

have not yet issued notice of proposed rulemaking which is required

before establishing final rules As result the Corporation cannot

determine the implementation date or the final capital impact

In December 2009 the Basel Committee on Banking Supervision

issued consultative document entitled Strengthening the Resilience of

the Banking Sector If adopted as proposed this could increase sig

nificantly the aggregate equity that bank holding companies are required

to hold by disqualifying certain instruments that previously have qualified

as Tier capital In addition it would increase the level of risk-weighted

assets The proposal could also increase the
capital charges imposed on

certain assets potentially making certain businesses more expensive to

conduct Regulatory agencies have not opined on the proposal for

implementation The Corporation continues to assess the potential

impact of the proposal

As part of the Capital Assistance Program CAP the Corporation as

well as several other large financial institutions are subject to the SCAP

conducted by the federal regulators The objective of the SOAP is to

assess losses that could occur under certain economic scenarios includ

ing economic conditions more severe than the Corporation currently

anticipates As result of the SOAP in May 2009 federal regulators

determined that the Corporation required an additional $33.9 billion of

Tier common capital to sustain the most severe economic circum

stances assuming more prolonged and deeper recession over two-

year period than both private and government economists currently proj

ect The Corporation achieved the increased capital requirement during

2009 through strategic transactions that increased common capital by

approximately $39.7 billion which significantly exceeded the SCAP buffer

This included gain from the sale of shares in CCB direct sale of com

mon stock reduced dividends on preferred shares associated with

shares exchanged for common stock and related deferred tax dis

allowances

NOTE 17 Employee Benefit Plans

Pension and Postretirement Plans

The Corporation sponsors noncontributory trusteed pension plans that

cover substantially all officers and employees number of non-

contributory nonqualified pension plans and postretirement health and

life plans The plans provide defined benefits based on an employees

compensation and years of service The Bank of America Pension Plan

the Pension Plan provides participants with compensation credits gen

erally based on years of service For account balances based on compen

sation credits prior to January 2008 the Pension Plan allows

participants to select from various earnings measures which are based

on the returns of certain funds or common stock of the Corporation The

participant-selected earnings measures determine the earnings rate on

the individual participant account balances in the Pension Plan Partic

ipants may elect to modify earnings measure allocations on periodic

basis subject to the provisions of the Pension Plan For account balances

based on compensation credits subsequent to December 31 2007 the

account balance earnings rate is based on benchmark rate For
eligible

employees in the Pension Plan on or after January 2008 the benefits

become vested upon completion of three years of service It is the policy

of the Corporation to fund not less than the minimum funding amount

required by ERISA

The Pension Plan has balance guarantee feature for account balan

ces with participant-selected earnings applied at the time benefit

payment is made from the plan that effectively provides principal pro

tection for participant balances transferred and certain compensation

credits The Corporation is responsible for funding any shortfall on the

guarantee feature

December31

2009

Actual
Minimum

Ratio Amount Required
11

2008

Actual
Minimum

Ratio Amount RequiredDollars in millionsi

Risk-based capital

Tier common

Bank of America Corporation

Tier

Bank of America Corporation

Bank of America N.A

FIA Card Services NA
Total

Bank of America Corporation

Bank of America N.A

FIA Card Services NA
Tier leverage

Bank of America Corporation

Bank of America N.A

FIA Card Services N.A

ll Dollar amount required to meet guidelines for adequately capitalized institutions

n/a oat applicable

7.81% $120394 n/a 4.80% 63339 n/a

10.40 160388 61676 9.15 120814 52833

10.30 111916 43472 8.51 88979 41818

15.21 28831 7584 13.90 19573 5632

14.66 226070 123401 13.00 171661 105666

13.76 149528 86944 11.71 122392 83635

17.01 32244 15168 1625 22875 11264

6.91 160388 92882 6.44 120814 56155

7.38 111916 60626 5.94 88979 44944

23.09 28831 4994 14.28 19573 4113
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In May 2008 the Corporation and the IRS entered into closing

agreement resolving all matters relating to an audit by the IRS of the

Pension Plan and the Bank of America 401k Plan The audit included

review of voluntary transfers by participants of 401k Plan accounts to

the Pension Plan In connection with the agreement the Pension Plan

transferred approximately $1.2 billion of assets and liabilities associated

with the transferred accounts to newly established defined contribution

plan during 2009

As result of recent acquisitions the Corporation assumed the obliga

tions related to the pension plans of FleetBoston MBNA U.S Trust

Corporation LaSalle and Countrywide These plans together with the

Pension Plan are referred to as the Qualified Pension Plans The Bank of

America Pension Plan for Legacy Fleet the FleetBoston Pension Plan and

the Bank of America Pension Plan for Legacy U.S Trust Corporation the

U.S Trust Pension Plan are substantially similar to the Pension Plan

discussed above however these plans do not allow participants to select

various earnings measures rather the earnings rate is based on

benchmark rate In addition both plans include participants with benefits

determined under formulas based on average or career compensation

and years of service rather than by reference to pension account The

Bank of America Pension Plan for Legacy MBNA the MBNA Pension Plan

the Bank of America Pension Plan for Legacy LaSalle the LaSalle Pension

Plan and the Countrywide Financial Corporation Inc Defined Benefit

Pension Plan the Countrywide Pension Plan provide retirement benefits

based on the number of years of benefit service and percentage of the

participants average annual compensation during the five highest paid

consecutive years of the last ten years of employment Effective

December 31 2008 the Countrywide Pension Plan LaSalle Pension

Plan MBNA Pension Plan and U.S Trust Pension Plan merged into the

FleetBoston Pension Plan which was renamed the Bank of America Pen

sion Plan for Legacy Companies The plan merger did not change partic

ipant benefits or benefit accruals as the Bank of America Pension Plan for

Legacy Companies continues the respective benefit structures of the five

plans for their respective participant groups

As result of the Merrill Lynch acquisition the Corporation assumed

the obligations related to the plans of Merrill Lynch These plans include

terminated U.S pension plan non-U.S pension plans nonqualified

pension plans and postretirement plans The non-U.S pension plans vary

based on the country and local practices The terminated U.S pension

plan and the non-U.S pension plans are referred to as the Other Pension

Plans

In 1988 Merrill Lynch purchased group annuity contract that guaran

tees the payment of benefits vested under the terminated U.S pension

plan The Corporation under supplemental agreement may be respon

sible for or benefit from actual experience and investment performance

of the annuity assets The Corporation contributed $120 million under

this agreement during 2009 Additional contributions may be required in

the future under this agreement

The Corporation sponsors number of noncontributory nonqualified

pension plans the Nonqualified Pension Plans As result of acquis

itions the Corporation assumed the obligations related to the non

contributory nonqualified pension plans of former FleetBoston MBNA

U.S Trust Corporation LaSalle Countrywide and Merrill Lynch These

plans which are unfunded provide defined pension benefits to certain

employees

In addition to retirement pension benefits full-time salaried employ

ees and certain part-time employees may become eligible to continue

participation as retirees in health care and/or life insurance plans spon

sored by the Corporation Based on the other provisions of the individual

plans certain retirees may also have the cost of these benefits partially

paid by the Corporation The obligations assumed as result of the

acquisitions are substantially similar to the Corporations postretirement

health and life plans except for Countrywide which did not have post

retirement health and life plan Collectively these plans are referred to as

the Postretirement Health and Life Plans

The tables within this Note include the information related to the

Countrywide plans beginning July 2008 and the Merrill Lynch plans

beginning January 2009
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The following table summarizes the changes in the fair value of plan

assets changes in the projected benefit obligation PBO the funded

status of both the accumulated benefit obligation ABO and the PBO and

the weighted-average assumptions used to determine benefit obligations

for the pension plans and postretirement plans at December 31 2009

and 2008 Amounts recognized at December 31 2009 and 2008 are

reflected in other assets and accrued expenses and other liabilities on

the Consolidated Balance Sheet The discount rate assumption is based

on cash flow matching technique and is subject to change each year

This technique utilizes yield curves that are based on Aa-rated corporate

bonds with cash flows that match estimated benefit payments of each of

the plans to produce the discount rate assumptions The asset valuation

method for the Qualified Pension Plans recognizes 60 percent of the prior

years market gains or losses at the next measurement date with the

remaining 40 percent spread equally over the subsequent four years

Amounts recognized in the Consolidated Financial Statements at December 31 2009 and 2008 were as follows

Qualified Nonqualified and Other Postretirement Health

Pension Plans Pension Plans and Life Plans

Dollars in millions 2009 2008 2009 2008 2009 2008

Other assets $1479 $607 831

Accrued expenses and other liabilities 77 1420 1256 1507 1294
Net amount recognized at December31 $1479 $530 589 $1256 $1507 $1294

Nonqualified and Other Postretirement Health

Qualified Pension Plans Pension Plans and Life Plans 111

Dollars in millions 2009 2008 2009 2008 2009 2008

Change in fair value of plan assets

Fair value January $14254 $18720 110 165

Countrywide balance July 2008 305

Merrill Lynch balance January 2009 3788
Actual return on plan assets 2238 5310 58 21 43
Company contributions 1400 322 154 92 83

Plan participant contributions 141 117

Benefits paid 791 861 309 154 272 227
Plan transfer 1174
Federal subsidy on benefits paid n/a n/a n/a n/a 21 15

Foreign currency exchange rate changes n/a n/a 100 n/a

Fair value December31 $14527 $14254 $3847 113 110

Change in
projected benefit obligation

Projected benefit obligation January $13724 $14200 $1258 1307 1404 1576

Countrywide balance July 2008 439 53

Merrill Lynch balance January 2009 2963 226
Service cost 387 343 34 16 16

Interest cost 740 837 243 77 93 87

Plan participant contributions 141 117

Plan amendments 37

Actuarial loss gain 89 1239 137 32 11 180
Benefits paid 791 861 309 154 272 227
Plan transfer 1174
Termination benefits 36

Curtailments

Federal subsidy on benefits paid n/a n/a n/a n/a 21 15

Foreign currency exchange rate changes n/a n/a 111 n/a

Projected benefit obligation December31 $13048 $13724 $4436 1258 1620 1404

Amount recognized December31 1479 530 589 $1256 $1507 $1294

Funded status December 31

Accumulated benefit obligation $12198 $12864 $4317 1246 n/a n/a

Overfunded unfunded status of ABO 2329 1390 470 1244 n/a n/a

Provision for future salaries 850 860 119 12 n/a n/a

Projected benefit obligation 13048 13724 4436 1258 1620 1404

Weighted-average assumptions

December31

Discount rate 5.75% 6.00% 5.63% 6.00% 5.75% 6.00%

Rate of compensation increase 4.00 4.00 4.69 4.00 n/a n/a

101 The measurement date for the Qualified Pension Plans Nonqualified and Other Pension Plans and Postretirement Health asd Life Plans was December 31 of each year reported

121 The Corporations best estimate of its contributions to be made to the Qualified Pension Plans Nonqualified and Other Pension Plans and Postretirement Health and Life Plans in 2010 is $0 $230 million and $116

million respectively

n/a not applicable
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Net periodic benefit cost income for 2009 2008 and 2007 included the following components

Nonqualified and Other Postretirement Health

Qualified Pension Plans Pension Plans and Life Plans

Dollars in rrrillisns
2009 2008 2007 2009 2008 2007 2009 2008 2007

Components of net periodic
benefit cost income

SeMce cost 387 343 316 34 16 16 16

Interest cost 740 837 761 243 77 71 93 87 84

Expected return on plan assets 1231 1444 1312 222 13
Amortization of transition obligation

31 31 32

Amortization of prior service cost credits 39 33 47

Amortization of net actuarial loss gain 377 83 156 14 17 77 81 60

Recognized loss gain due to settlements

and curtailments
14

Recognized termination benefit costs 36 .-

Net periodic benefit cost income 348 148 32 52 90 $104 55 40 62

Weighted-average assumptions used to determine

net cost for the years ended December31

Discount rate 6.00% 6.00% 5.75% 5.86% 6.00% 5.75% 6.00% 6.00% 5.75%

Expected return on plan
assets 8.00 8.00 8.00 5.66 n/a n/a 8.00 8.00 8.00

Rate of compensation increase 4.00 4.00 4.00 4.61 4.00 4.00 n/a n/a n/a

s/a sot applicable

The net periddic benefit cost income for each of the Plans in 2009 unrecognized gain or loss at the beginning of the fiscal year or at sub-

includes the results of Merrill Lynch The net periodic benefit cost sequent remeasurement is recognized on level basis during the year

income of the Merrill Lynch Nonqualified and Other Pension Plans and Assumed health care cost trend rates affect the postretirement bene

Postretirement Health and Life Plans was $20 million and $18 million in fit obligation and benefit cost reported for the Postretirement Health Care

2009 using blended discount rate of 5.59 percent at January 2009 Plans The assumed health care cost trend rate used to measure the

The net periodic benefit cost income for 2009 and 2008 includes the expected cost of benefits covered by the Postretirement Health Care

results of Countrywide The net periodic benefit cost of the Countrywide Plans was 8.00 percent for 2010 reducing in steps to 5.00 percent in

Qualified Pension Plan was $29 million in 2008 using discount rate of 2017 and later years one-percentage-point increase in assumed health

6.75 percent at July 2008 The net periodic benefit cost of the care cost trend rates would have increased the service and interest costs

Countrywide Nonqualified Pension Plan was $1 million Countrywide did and the benefit obligation by $4 million and $57 million in 2009 $4 mu

not have Postretirement Health and Life Plan lion and $35 million in 2008 and $5 million and $64 million in 2007

Net periodic postretirement health and life expense was determined one-percentage-point decrease in assumed health care cost trend rates

using the projected unit credit actuarial method Gains and losses for would have lowered the service and interest costs and the benefit obliga

all benefits except postretirement health care are recognized in accord- tion by $4 million and $50 million in 2009 $4 million and $31 million in

ance with the standard amortization provisions of the applicable account- 2008 and $4 million and $54 million in 2007

ing guidance For the Postretirement Health Care Plans 50 percent of the Pre-tax amounts included in accumulated OCI at December 31 2009

and 2008 were as follows

Qualified Pension Nonqualified and Other Postretirement Health

Plans Pension Plans and Life Plans Total

Dollars in millions
2009 2008 2009 2008 2009 2008 2009 2008

Net actuarial gain loss $5937 $7232 $479 70 $106 $158 $6310 $7144

Transition obligation
95 126 95 126

Prior service cost credits 126 129 22 130 104 99

Amounts recognized in accumulated OCI $6063 $7361 $457 40 11 32 $6509 $7369

Pre-tax amounts recognized in OCI for 2009 included the following components

Nonqualified

Qualified and Other Postretirement

Pension Pension Health and

Dollars in millions
Plans Plans Life Plans Total

Other changes in plan assets and benefit obligations recognized in OCl

Current year actuarial gain loss 918 $416 $24 $526

Amortization of actuarial gain loss 377 77 308

Current year prior service cost 36 36

Amortization of prior service credit cost 39 31
Amortization of transition obligation

31 31

Total recognized in OCl $1298 $416 22 $86O
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The estimated net actuarial loss and prior service cost credits for the

Qualified Pension Plans that will be amortized from accumulated OCI into

net periodic benefit cost income during 2010 are pre-tax amounts of

$358 million and $28 million The estimated net actuarial loss and prior

service cost for the Nonqualified and Other Pension Plans that will be

amortized from accumulated OCl into net periodic benefit cost income

during 2010 are pre-tax amounts of $2 million and $8 million The esti

mated net actuarial loss and transition obligation for the Postretirement

Health and Life Plans that will be amortized from accumulated OCt into

net periodic benefit cost income during 2010 are pre-tax amounts of

$32 million and $31 million

Plan Assets

The Qualified Pension Plans have been established as retirement vehicles

for participants and trusts have been established to secure benefits

promised under the Qualified Pension Plans The Corporations policy is

to invest the trust assets in prudent manner for the exclusive purpose

of providing benefits to participants and defraying reasonable expenses of

administration The Corporations investment strategy is designed to pro

vide total return that over the long term increases the ratio of assets

to liabilities The strategy attempts to maximize the investment return on

assets at level of risk deemed appropriate by the Corporation while

complying with ERISA and any applicable regulations and laws The

investment strategy utilizes asset allocation as principal determinant for

establishing the risk/reward profile of the assets Asset allocation ranges

are established periodically reviewed and adjusted as funding levels and

liability characteristics change Active and passive investment managers

are employed to help enhance the risk/return profile of the assets An

additional aspect of the investment strategy used to minimize risk part of

the asset allocation plan includes matching the equity exposure of

participant-selected earnings measures For example the common stock

of the Corporation held in the trust is maintained as an offset to the

exposure related to participants who selected to receive an earnings

Equity securities for the Qualified Pension Plans include common

stock of the Corporation in the amounts of $224 million 1.54 percent of

total plan assets and $269 million 1.88 percent of total plan assets at

December 31 2009 and 2008

measure based on the return performance of common stock of the Corpo

ration No plan assets are expected to be returned to the Corporation

during 2010

The assets of the non-U.S plans are primarily attributable to the U.K

pension plan The U.K pension plans assets are invested prudently so

that the benefits promised to members are provided with consideration

given to the nature and the duration of the plans liabilities The current

planned investment strategy was set following an asset-liability study and

advice from the Trustees investment advisors The selected asset alloca

tion strategy is designed to achieve higher return than the lowest risk

strategy while maintaining prudent approach to meeting the plans

liabilities

The Expected Return on Asset assumption EROA assumption was

developed through analysis of historical market returns historical asset

class
volatility

and correlations current market conditions anticipated

future asset allocations the funds past experience and expectations on

potential future market returns The EROA assumption is determined

using the calculated market-related value for the Qualified Pension Plans

and the fair value for the Postretirement Health and Life Plans The EROA

assumption represents long-term average view of the performance of

the assets in the Qualified Pension Plans the Nonqualified and Other

Pension Plans and the Postretirement Health and Life Plans return

that may or may not be achieved during any one calendar year Some of

the building blocks used to arrive at the long-term return assumption

include an implied return from equity securities of 8.75 percent debt

securities of 5.75 percent and real estate of 7.00 percent for the Quali

fied Pension Plans Nonqualified and Other Pension Plans and

Postretirement Health and Life Plans The terminated U.S pension plan is

solely invested in group annuity contract which was primarily invested in

fixed income securities structured such that asset maturities match the

duration of the plans obligations

The target allocations for 2010 by asset category for the Qualified

Pension Plans Nonqualified and Other Pension Plans and Postretirement

Health and Life Plans are as follows

Fair Value Measurements

For information on fair value measurements including descriptions of

Level and of the fair value hierarchy and the valuation methods

employed by the Corporation see Note Summaiy of Significant

Accounting Principles and Note 20 Fair Value Measurements

Asset Category

2010 Target Allocation

Nonqualif led

Qualified and Other Postretirement

Pension Pension Health and

Plans Plans Life Plans

Equity securities 60 80% 15% 50 75%

Debt securities 20 40 65 80 2545
Realestate 05 05 05
Other 0b 520 05
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Plan investment assets measured at fair value by level and in total at December 31 2009 are summarized in the table below

Fair Value Measurements Using

Dollars in millions

Money market and interest-bearing cash

U.S government end government agency obligations

Corporate debt

Asset-backed securities

Mutual funds Ill

Common and collective trusts 12

Common and preferred stocks

Foreign equity securities

Foreign debt securities

Foreign common collective trusts

Foreign other

Real estate

Participant loans

Other investments

Level Level Level Total

30 402

1282

2882

1301

1116

777

18 2782

5424

653

885

289

284

119

74

619

The table below presents reconciliation of all Plan investment assets measured at fair value using significant unobservable inputs Level during

2009

Level Fair Value Measurements

Actual Return on Plan

Balance Assets Still Held at the Purchases Sales Transfers into Balance

Dollars in miitons January 2009 Reporting Date 11 and Settlements out of Level December 31 2009

Common and Collective Trusts 26 18

Foreign debt securities

Foreign other 328 100 38 266
Real estate 149 30 119

Participant loans 74 74
Other investments 237 75 20 187

Total $821 $214 $43 $20 $670

11 The Corporation did not sell any level plan assets during the year

Projected Benefit Payments
Benefit payments projected to be made from the Qualified Pension Plans the Nonqualified and Other Pension Plans and the Postretirement Health

and Life Plans are as follows

Qualified Nonqualified and Other
Postretirement Health and Life Plans

IDollars in milliossi Pension Plans ll Pension Plans 121 Net Payments 131 Medicare Subsidy

2010 883 309 $163 20

2011 896 265 166 20

2012 902 287 167 20
2013 900 285 167 21

2014 900 278 167 21

2015- 2019 4582 1461 785 100

111 Benefit payments eupected to be made from the plans assets

121 Benefit payments eupected to be made from the Corporations assets

13 Benefit payments not of retiree contributions espected to be made from combleatien of the plans and the Corporations assets

Defined Contribution Plans

The Corporation maintains qualified defined contribution retirement plans

and nonqualified defined contribution retirement plans As result of the

Merrill Lynch acquisition the Corporation also maintains the defined con

tribution plans of Merrill Lynch which include the 401k Savings

Investment Plan the Retirement and Accumulation Plan RAP and the

Employee Stock Ownership Plan ESOP The Corporation contributed respectively

$1282

1460 1422

1301

1116

777

2764

5424

653

268 611

289

18 266

119

74

187

Total plan investment assets at fair value $9894 $7923 $670 $18487

Il Balance as of December 31 2009 includes $386 million of international equity developed markets fondo $230 million of U.S large cap equity funds $68 million of U.S small cap equity funds $55 million of

emerging market bond fonds $23 million of real estate faeds $13 million of emerging market eqoity funds and $2 million nf short-term bond funds

21 Balance as of December 31 2009 includes $1 billion of U.S large cap equity funds $646 million of international equity developed markets funds $883 million of intermediate-term bond funds $149 millioe of short-

term bond funds $39 million of U.S mid cap equity funds $18 million of real estate funds $14 million of alternative commoditiee fends $10 million of emerging markets equity funds and $23 million of U.S small

cap equity funds

approximately $605 million $454 million and $420 million in 2009

2008 and 2007 respectively in cash to the qualified defined con

tribution plans At December 31 2009 and 2008 203 million shares and

104 million shares of the Corporations common stock were held by

plans Payments to the plans for dividends on common stock were $8

million $214 million and $228 million in 2009 2008 and 2007
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In addition certain non-U.S employees within the Corporation are

covered under defined contribution pension plans that are separately

administered in accordance with local laws

NOTE 18 Stock-Based Compensation Plans

The compensation cost for the plans described below was $2.8 billion

$885 million and $1.2 billion in 2009 2008 and 2007 respectively The

related income tax benefit was $1.0 billion $328 million and $438 mil

lion for 2009 2008 and 2007 respectively

The table below presents the assumptions used to estimate the fair

value of stock options granted on the date of grant using the lattice

option-pricing model Lattice option-pricing models incorporate ranges of

assumptions for inputs and those ranges are disclosed in the table

below The risk-free interest rate for periods within the contractual life of

the stock option is based on the U.S Treasury yield curve in effect at the

time of grant Expected volatilities are based on implied volatilities from

traded stock options on the Corporations common stock historical vola

tility of the Corporations common stock and other factors The Corpo

ration uses historical data to estimate stock option exercise and

employee termination within the model The expected term of stock

options granted is derived from the output of the model and represents

the period of time that stock options granted are expected to be out

standing The estimates of fair value from these models are theoretical

values for stock options and changes in the assumptions used in the

models could result in materially different fair value estimates The actual

value of the stock options will depend on the market value of the Corpo

rations common stock when the stock options are exercised No stock

options were granted in 2009

2008 2007

Risk-free interest rate 2.05 3.85% 4.72 5.16%

Dividend yield 5.30 4.40

Expected volatility 26.00 36.00 16.00 27.00

Weighted-average volatility 32.80 1970

Expected lives years 6.6 6.5

Excluded from the table above are assumptions used to estimate the

fair value of approximately 108 million stock options assumed in con

nection with the Merrill Lynch acquisition The fair value of these awards

was estimated using Black-Scholes option pricing model Similar to

options valued using the lattice option-pricing model described above key

assumptions used include the implied volatility based on the Corpo

rations common stock of 75 percent the risk-free interest rate based on

the U.S Treasury yield curve in effect at December 31 2008 an

expected dividend yield
of 4.2 percent and the expected life of the

options based on their actual remaining term

The Corporation has equity compensation plans which include the Key

Employee Stock Plan the Key Associate Stock Plan and the Merrill Lynch

Employee Stock Compensation Plan Descriptions of the material features

of the equity compensation plans follow

Key Employee Stock Plan

The Key Employee Stock Plan as amended and restated provided for

different types of awards including stock options restricted stock shares

and restricted stock units Under the plan 10-year options to purchase

approximately 260 million shares of common stock were granted through

December 31 2002 to certain employees at the closing market price on

the respective grant dates At December 31 2009 approximately

45 million fully
vested options were outstanding under this plan No fur

ther awards may be granted

Key Associate Stock Plan

On April 24 2002 the shareholders approved the Key Associate Stock

Plan to be effective January 2003 This approval authorized and

reserved 200 million shares for grant in addition to the remaining amount

under the Key Employee Stock Plan as of December 31 2002 which was

approximately 34 million shares plus any shares covered by awards under

the Key Employee Stock Plan that terminate expire lapse or are cancelled

after December 31 2002 Subsequently the shareholders authorized an

additional 282 million shares for grant under the Key Associate Stock

Plan In conjunction with the Merrill Lynch acquisition the shareholders

authorized an additional 105 million shares for grant under the Key Asso

ciate Stock Plan At December 31 2009 approximately 152 million

options were outstanding under this plan Approximately 90 million shares

of restricted stock and restricted stock units were granted in 2009 These

shares of restricted stock generally vest in three equal annual installments

beginning one year from the grant date with the exception of financial advi

sor awards that vest eight years from grant date

Employee Stock Compensation Plan

The Corporation assumed the Merrill Lynch Employee Stock Compensa

tion Plan Future shares can be granted under this plan Approximately

34 million shares of restricted stock units were granted in 2009 which

generally vest in three equal annual installments beginning one year from

the grant date Awards granted prior to 2009 generally vest in four equal

annual installments beginning one year from the grant date At

December 31 2009 there were approximately 48 million shares out

standing

The following table presents the status of all option plans at

December 31 2009 and changes during 2009

Employee stock options

Weighted-

average Exercise

Shares Price

232429057 $43.08

107521280 62.89

2835 12.56

36224754 46.31

Outstanding at December 31 200911 303722748 49.71

Options exercisable at December 31 2009 275180674 49.45

Options vested and expected to vest 121 303640869 49.71

Includes 45 million options under the Key Employee Stock Plan 152 million options under the Key

Associate Stock Plan and 107 million opti005 to employees of predecessor companies assumed in

mergers

12 Includes vested shares and nonvested shares after forfeiture rate is applied

At December 31 2009 the Corporation had no aggregate intrinsic

value of options outstanding exercisable and vested and expected to

vest The weighted-average remaining contractual term of options out

standing was 3.7 years options exercisable was 3.2 years and options

vested and expected to vest was 3.7 years at December 31 2009

The weighted-average grant-date fair value of options granted in 2008

and 2007 was $8.92 and $8.44 No options were granted in 2009

Outstanding at January 2009

Merrill Lynch acquisition January 2009

Exercised

Forfeited
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The following table presents the status of the restricted stock/unit

awards at December 31 2009 and changes during 2009

Restricted stock/unit awards

weighted-

average Grant

Date Fair

Shares Value

Outstanding at January 2009 32715964 $4545

Merrill Lynch acquisition January 2009 83446110 14.08

Granted 124146773 10.57

Vested 31181360 31.46

Cancelled 34099465 14.39

Outstanding at December 31 2009 175028022 14.30

At December 31 2009 there was $677 million of total unrecognized

compensation cost related to share-based compensation arrangements

for all awards that is expected to be recognized over weighted-average

period of 0.89 years The total fair value of restricted stock vested in

2009 was $203 million In 2009 the amount of cash used to settle

equity instruments was $397 million

Other Stock Plans

As result of the Merrill Lynch acquisition the Corporation assumed the

obligations of outstanding awards granted under the Merrill Lynch Finan

cial Advisor Capital Accumulation Award Plans FACAAP and the Merrill

NOTE 19 Income Taxes

Lynch Employee Stock Purchase Plan ESPP The FACAAP is no longer an

active plan and no awards were granted in 2009 Awards granted in 2003

and thereafter are generally payable eight years from the grant date in

fixed number of the Corporations common stock For outstanding awards

granted prior to 2003 payment is generally made ten years from the

grant date in fixed number of the Corporations common stock unless

the fair value of such shares is less than specified minimum value in

which case the minimum value is paid in cash At December 31 2009

there were 23 million shares outstanding under this plan

The ESPP allows eligible associates to invest from one percent to 10

percent of eligible compensation to purchase the Corporations common

stock subject to legal limits Purchases were made at discount of up to

five percent of the average high and low market price on the relevant

purchase date and the maximum annual contribution per employee was

$23750 in 2009 Up to 107 million shares have been authorized for

issuance under the ESPP in 2009 The activity during 2009 is as follows

Shares

Available at January 2009 16449696
Purchased through plan 4019593

Available at December 31 2009 12430103

The weighted-average fair value of the ESPP stock purchase rights i.e

the five percent discount on the Corporations common stock purchases

exercised by employees in 2009 is $0.57 per stock purchase right

The components of income tax expense benefit for 2009 2008 and 2007 were as follows

Dollars in nhillions 2009 2008 2007

Current income tax expense benefit

Federal $3576 5075 $5210
State 555 561 681

Foreign 735 585 804

Total current expense benefit 2286 6221 6695

Deferred income tax expense benefit

Federal 792 5269 710
State 620 520 18
Foreign 198 12 25

Total deferred expense benefit 370 5801 753
Total income tax expense benefit $1916 420 $5942

Does not reflect the deferred tax effects of unrealized gains and losses on AFS debt and marketable equity securities foreign currency translation adjuotments derivatives and employee benefit plan adjustments that

are included in accumulated OCi As result of these tax effects accumulated 001 decreased $1.6 billion in 2009 increased $5.9 billion in 2008 and decreased $5.0 billion in 2007 Also does not reflect the tax

effects associated with the Corporations employee stock plans which decreased common stock and additional paid-in capital $295 million and $9 million in 2009 and 2008 and increased commov stock and

additional paid-in capital $251 million in 2007 Goodwill was reduced $0 $9 million mid $47 million in 2009 2008 and 2007 respectively reflecting certain too benefits attributable to enercises of employee stock

optione issued by acquired companies which had vested prior to the merger dates
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Income tax expense benefit for 2009 2008 and 2007 varied from

the amount computed by applying the statutory income tax rate to income

before income taxes reconciliation between the expected federal

As of December 31 2009 2008 and 2007 the balance of the Corpo

rations UTB5 which would if recognized affect the Corporations effec

tive tax rate was $4.0 billion $2.6 billion and $1.8 billion respectively

Included in the UTB balance are some items the recognition of which

would not affect the effective tax rate such as the tax effect of certain

temporary differences the portion of gross state UTB5 that would be

offset by the tax benefit of the associated federal deduction and the por

tion of gross foreign UTB5 that would be offset by tax reductions in other

jurisdictions

The Corporation is under examination by the IRS and other tax author

ities in countries and states in which it has
significant

business oper

ations The table below summarizes the status of significant U.S federal

examinations unless otherwise noted for the Corporation and various

acquired subsidiaries as of December 31 2009

Years under Status at

examination 111 December 31 2009

Bank of America Corporation
2000-2002 In Appeals process

Bank of America Corporation 2003-2005 Field examination

Merrill Lynch U.S 2004 In Appeals process

Merrill Lynch U.S 2005-2007 Field examination

Merrill Lynch U.K 2007 Field examination

FleetBoston 1997-2000 In Appeals process

FleetBoston 2001-2004 Field examination

LaSalle 2003-2005 Field examination

Countrywide 2005-2006 Field examination

Countrywide 2007 Field examination

Ill
All tax years ix material jurisdictions subsequent to the above years remain open to examination

income tax expense using the federal statutory tax rate of 35 percent to

the Corporations actual income tax expense benefit and resulting effec

tive tax rate for 2009 2008 and 2007 is presented in the following table

In addition to the above examinations the Corporation is in the proc

ess of appealing an adverse decision by the U.S Tax Court with respect

to 1987 Merrill Lynch transaction The income tax associated with this

matter has been remitted and is included in the UTB balance above

With the exception of the 2003 through 2005 tax years of Bank of

America and the issues for which protests have been filed for Bank of

America and Merrill Lynch as described below it is reasonably possible

that all above U.S federal examinations will be concluded during the next

twelve months

During 2008 the IRS announced settlement initiative related to

lease-in lease-out LILO and sale-in lease-out SILO leveraged lease

transactions The Corporation executed closing agreements under this

settlement initiative in late 2009 for all of these transactions for Bank of

America Corporation and predecessor companies Determinations of final

tax and interest are expected to be finalized by the end of the first quarter

of 2010 As result of prior remittances the Corporation does not expect

to pay additional tax and interest related to the settlement initiative

The remaining unagreed proposed adjustment for Bank of America

Corporation for 2000 through 2002 tax years is the disallowance of for

eign tax credits related to certain structured investment transactions The

Corporation continues to believe the crediting of these foreign taxes

against U.S income taxes was appropriate and has filed protest to that

effect with the Appeals Office

The IRS proposed adjustments for two issues in the audit of Merrill

Lynch for the tax year 2004 which have been protested to the Appeals

Office The issues involve eligibility
for the dividends received deduction

2009 2008 2007

IDellars in milliassi
Amount Percent Amount Percent Amount Percent

Expected federal income tax expense 1526 35.0% $1550 35.0% $7323 35.0%

Increase decreasel in taxes resulting
from

State tax expense benefit net of federal effect 42 1.0 27 0.6 431 2.1

Tax-exempt income including
dividends 863 19.8 631 14.3 683 3.3

Foreign tax differential 709 16.3 192 4.3 485 2.3

Low income housing credits/other credits 668 15.3 722 16.3 590 2.8

Change in U.S federal valuation allowance 650 14.9

Loss on certain foreign subsidiary stock 595 13.7

Non-U.S leasing restructuring
221 1.1

Leveraged lease tax differential
59 1.4 216 4.9 148 0.7

Changes in prior period UTB5 including interest 87 2.0 169 3.8 143 0.7

Other 61 1.4 0.1 124 0.6

Total income tax expensebenefit $1916 44.0% 420 9.5% $5942 28.4%

The reconciliation of the beginning unrecognized tax benefits UTB balance to the ending balance is presented in the following table

Reconciliation of the Change in Unrecognized Tax Benefits

IDollars in milliensl

2009 2008 2007

Beginning balance $3541 $3095 $2667

Increases related to positions taken during prior years
791 688 67

Increases related to positions
taken during the current year

181 241 456

Positions acquired or assumed in business combinations 1924 169 328

Decreases related to positions
taken during prior years 554 371 1227

Settlements 615 209 108

Expiration of statute of limitations 15 72 88

Ending balance $5253 $3541 $3095
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and foreign tax credits with respect to structured investment trans

action The Corporation also intends to protest any adjustments the IRS

proposes for these same issues in tax years 2005 through 2007

In 2005 and 2008 Merrill Lynch paid income tax assessments for the

fiscal years April 1998 through March 31 2007 in relation to the tax

ation of income that was originally reported in other jurisdictions primarily

the U.S Upon making these payments Merrill Lynch began the process

of obtaining clarification from international tax authorities on the appro

priate allocation of income among multiple jurisdictions Competent

Authority to prevent double taxation of the income During 2009 an

agreement was reached between Japan and the U.S on the allocation of

income during these years The impact of these settlements resulted in

UTB decreases that are reflected in the previous table All tax years in

Japan subsequent to those settled remain open to examination

The Corporation files income tax returns in more than 100 state and

foreign jurisdictions each year and is under continuous examination by

various state and foreign taxing authorities While many of these examina

tions are resolved every year the Corporation does not anticipate that

resolutions occurring within the next twelve months would result in

material change to the Corporations financial position

During 2009 the Corporation resolved many state examinations and

issues under state audits The most significant of these settlements all

of which resulted in UTB decreases were with California and New York

Considering all federal and foreign examinations it is reasonably possi

ble that the UTB balance will decrease by as much as $1.3 billion during

the next twelve months since resolved items would be removed from the

balance whether their resolution resulted in payment or recognition

During 2009 and 2008 the Corporation recognized in income tax

expense $184 million and $147 million of interest and penalties net of

tax As of December 31 2009 and 2008 the Corporations accrual for

interest and penalties that related to income taxes net of taxes and

remittances was $1.1 billion and $677 million

Significant components of the Corporations net deferred tax assets

and liabilities at December 31 2009 and 2008 are presented in the fol

lowing table

December31

Dollara in millions 2009 2008

Deferred tax assets

Net
operating loss carryforwards INOL $17236 1263

Allowance for credit losses 13011 8042

Security and loan valuations 4590 5590

Employee compensation and retirement

benefits 4021 2409

Capital loss carryforwards 3187

Other tax credit carryforwards 2263

Accrued expenses 2134 2271
State income taxes 1636 279

Available-for-sale securities 1149

Other 2308 1987

Gross deferred tax assets 50386 22990

Valuation allowance 4315 272

Total deferred tax assets net of

valuation allowance 46071 22718

Deferred tax liabilities

Mortgage servicing rights 5663 3404

Long-term borrowings 3320

Intangibles 2497 1712

Equipment lease financing 2411 5720

Fee income 1382 1637

Available-for-sale securities 878

Other 2641 1549

Gross deferred liabilities 18792 14022

Net deferred tax assets $27279 8696

With the acquisition of Merrill Lynch on January 2009 the Corpo

ration established valuation allowance to reduce certain deferred tax

assets to the amount more-likely-than-not to be realized before their

expiration During 2009 the Corporation released $650 million of the

valuation allowance attributable to Merrill Lynchs capital loss carryfor

ward due to utilization against net capital gains generated in 2009 The

valuation allowance also increased by $139 million due to increases in

operating loss carryforwards and other deferred tax assets generated in

certain state and foreign jurisdictions for which management believes it is

more-likely-than-not that realization of these assets will not occur

The Corporation concluded that no valuation allowance is necessary to

reduce the U.K NOL U.S federal NOL and general business credit
carry-

forwards since estimated future taxable income will be sufficient to utilize

these assets prior to their expiration Merrill Lynch also has U.S federal

capital loss and foreign tax credit carrylorwards against which valuation

allowances have been recorded to reduce the assets to the amounts the

Corporation believes are more-likely-than-not to be realized

At December 31 2009 and 2008 federal income taxes had not been

provided on $16.7 billion and $6.5 billion of undistributed earnings of

foreign subsidiaries earned prior to 1987 and after 1997 that have been

reinvested for an indefinite period of time If the earnings were dis

tributed an additional $2.5 billion and $1.1 billion of tax expense net of

credits for foreign taxes paid on such earnings and for the related foreign

withholding taxes would have resulted as of December 31 2009 and

2008

The following table summarizes the deferred tax assets and related valuation allowances recognized for the net operating and other loss canyfor

wards and tax credit carryforwards at December 31 2009

The Corporations net deferred tax assets were adjusted during 2009 and 2008 to include $20.6 billion

and $3.5 billion of net deferred tax assets related to business combinations

lDoOara in millions

Net
operating losses U.S

Net
operating losses U.K

Net operating losses U.S states 121

Net
operating losses other

Capital losses

General business credits

Alternative minimum tax credits

Foreign tax credits

Net

Deferred Valuation Deferred First Year

Tax Asset Allowance Tax Asset Expiring

$7378

9817

1232 443
41 41

3187 3187
1525

123

615 1306

$7378

9817

789

1525

123

309

Ill The U.K NOL may ho carried forward indefinitely Due to change-incsstrol limitations in the three years prior to and following the change in ownership this unlimited carryfoward petiod maybe jeopardized by certain

major changes in the natore or conduct of the U.K businesses

21 The NOL and related saluatiso allowance for U.S states before considering the benefit of federal deductions were $1.9 billion and $682 million

After 2027

None 111

Various

Various

After 2013

After 2027

None

After 2017
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NOTE 20 Fair Value Measurements

Under applicable accounting guidance fair value is defined as the

exchange price that would be received for an asset or paid to transfer

liability an exit price in the principal or most advantageous market for

the asset or liability in an orderly transaction between market participants

on the measurement date The Corporation determines the fair values of

its financial instruments based on the fair value hierarchy established

under applicable accounting guidance which requires an entity to max

imize the use of observable inputs and minimize the use of unobservable

inputs when measuring fair value There are three levels of inputs that

may be used to measure fair value The Corporation accounts for certain

corporate loans and loan commitments LHFS structured reverse

repurchase agreements long-term deposits and long-term debt under the

fair value option For detailed discussion regarding the fair value hier

archy and how the Corporation measures fair value see Note Sum

may of Significant Accounting Principles

Level and Valuation Techniques

Financial instruments are considered Level when valuation can be

based on quoted prices in active markets for identical assets or

liabilities Level financial instruments are valued using quoted prices for

similar assets or liabilities quoted prices in markets that are not active

or models using inputs that are observable or can be corroborated by

observable market data of substantially the full term of the assets or

liabilities Financial instruments are considered Level when their values

are determined using pricing models discounted cash flow method

ologies or similar techniques and at least one significant model assump

tion or input is unobservable and when determination of the fair value

requires significant management judgment or estimation

The Corporation also uses market indices for direct inputs to certain

models where the cash settlement is directly linked to appreciation or

depreciation of that particular index primarily in the context of structured

credit products In those cases no material adjustments are made to

the index-based values In other cases market indices are also used as

inputs to valuation but are adjusted for trade specifiô factors such as

rating credit quality vintage and other factors

Trading Account Assets and Uabilities and Avaiiable4or-SaIe Debt

Securities

The fair values of trading account assets and liabilities are primarily

based on actively traded markets where prices are based on either direct

market quotes or observed transactions The fair values of AFS debt

securities are generally based on quoted market prices or market prices

for similar assets Liquidity is significant factor in the determination of

the fair values of trading account assets and liabilities and AFS debt

securities Market price quotes may not be readily
available for some

positions or positions within market sector where trading activity has

slowed significantly or ceased such as certain COO positions and other

ABS Some of these instruments are valued using net asset value

approach which considers the value of the underlying securities Under

lying
assets are valued using external pricing services where available or

matrix pricing based on the vintages and ratings Situations of illiquidity

generally are triggered by the markets perception of credit uncertainty

regarding single company or specific market sector In these

instances fair value is determined based on limited available market

information and other factors principally from reviewing the issuers

financial statements and changes in credit ratings made by one or more

ratings agencies

Derivative Assets and Liabilities

The fair values of derivative assets and liabilities traded in the

over-the-counter market are determined using quantitative models that

require the use of multiple market inputs including interest rates prices

and indices to generate continuous yield or pricing curves and volatility

factors which are used to value the position The majority of market

inputs are actively quoted and can be validated through external sources

including brokers market transactions and third-party pricing services

Estimation risk is greater for derivative asset and liability positions that

are either option-based or have longer maturity dates where observable

market inputs are less readily available or are unobservable in which

case quantitative-based extrapolations of rate price or index scenarios

are used in determining fair values The fair values of derivative assets

and liabilities include adjustments for market liquidity counterparty credit

quality and other deal specific factors where appropriate The Corpo

ration incorporates within its fair value measurements of over-the-counter

derivatives the net credit differential between the counterparty credit risk

and the Corporations own credit risk An estimate of severity of loss is

also used in the determination of fair value primarily based on market

data

Corporate Loans and Loan Commitments

The fair values of loans and loan commitments are based on market

prices where available or discounted cash flow analyses using market-

based credit spreads of comparable debt instruments or credit derivatives

of the specific borrower or comparable borrowers Results of discounted

cash flow calculations may be adjusted as appropriate to reflect other

market conditions or the perceived credit risk of the borrower

Mortgage Servicing Rights

The fair values of MSR5 are determined using models which depend on

estimates of prepayment rates the resultant weighted-average lives of

the MSR5 and the OAS levels For more information on MSRs see Note

22- Mortgage Servicing Rights

Loans Held-for-Sale

The fair values of LHFS are based on quoted market prices where avail

able or are determined by discounting estimated cash flows using inter

est rates approximating the Corporations current origination rates for

similar loans adjusted to reflect the inherent credit risk

Other Assets

The Corporation estimates the fair values of certain other assets includ

ing AFS marketable equity securities and certain retained residual inter

ests in securitization vehicles The fair values of AFS marketable equity

securities are generally based on quoted market prices or market prices

for similar assets However non-public investments are initially
valued at

the transaction price and subsequently adjusted when evidence is avail

able to support such adjustments The fair value of retained residual

interests in securitization vehicles are based on certain observable inputs

such as interest rates and credit spreads as well as unobservable inputs

such as estimated net charge-off and payment rates
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Securities Financing Agreements

The fair values of certain reverse repurchase arrangements repurchase

arrangements and securities borrowed transactions are determined using

quantitative models including discounted cash flow models that require

the use of multiple market inputs including interest rates and spreads to

generate continuous yield or pricing curves and
volatility factors The

majority of market inputs are actively quoted and can be validated

through external sources including brokers market transactions and third

party pricing services

Deposits Commercial Paper and Other Short4erm Borrowings

and Certain Structured Notes Classified as Long-term Debt

The fair values of deposits commercial paper and other short-term

borrowings and certain structured notes that are classified as long-term

debt are determined using quantitative models including discounted cash

flow models that require the use of multiple market inputs including

interest rates and spreads to generate continuous yield or pricing curves

and
volatility factors The majority of market inputs are actively quoted

and can be validated through external sources including brokers market

transactions and third party pricing services The Corporation considers

the impact of its own creditworthiness in the valuation of these liabilities

The credit risk is determined by reference to observable credit spreads in

the secondary cash market

Asset-backed Secured Financings

The fair values of asset-backed secured financings are based on external

broker bids where available or are determined by discounting estimated

cash flows using interest rates approximating the Corporations current

origination rates for similar loans adjusted to reflect the inherent credit

risk

Recurring Fair Value

Assets and liabilities carried at fair value on recurring basis at December 31 2009 including financial instruments which the Corporation accounts

for under the fair value option are summarized in the table below

December 31 2009

Fair Value Measurements Using

Netting Assets/Liabilities

Dollars in millionsi Level Level Level Adjustments at Fair Value

Assets

Federal funds sold and securities borrowed or purchased under

agreements to resell 57775 57775
Trading account assets

uS government and agency securities 17140 27445 44585
Corporate securities trading

loans and other 4772 41157 11080 57009
Equity securities 25274 7204 1084 33562
Foreign sovereign debt 18353 8647 1143 28143
Mortgage trading loans and asset-backed securities 11137 7770 18907

Total trading account assets 65539 95590 21077 182206
Derivative assets 3326 1467855 23048 1413540 80689
Available-for-sale debt securities

U.S Treasury securities and agency debentures 19571 3454 23025
Mortgage-backed securities

Agency 166246 166246
Agency-collateralized mortgage obligations 25781 25781
Non-agency residential 27887 7216 35103
Non-agency commercial 6651 258 6909
Foreign securities 158 3271 468 3897

Corporate/Agency bonds 5265 927 6192
Other taxable securities 676 14017 4549 19242
Tax-exempt securities 8278 6928 15206

Total available-for-sale debt securities 20405 260850 20346 301601
Loans and leases 4936 4936
Mortgage servicing rights 19465 19465
Loans held-for-sale 25853 6942 32795
Other assets 35411 12677 7821 55909

Total assets $124681 $1920600 $103635 $1413540 $735376

Liabilities

Interest-bearing deposits in domestic offices 1663 1663
Federal funds purchased and securities loaned or sold under

agreements to repurchase 37325 37325
Trading account liabilities

U.S government and agency securities 22339 4180 26519
Equity securities 17300 1107 18407
Foreign sovereign debt 12028 483 386 12897
Corporate securities and other 282 7317 10 7609

Total trading account liabilities 51949 13087 396 65432
Derivative liabilities 2925 1443494 15185 1417876 43728
Commercial paper and other short-term

borrowings 813 813

Accrued expenses and other liabilities 16797 620 1598 19015
Long-term debt 40791 4660 45451

Total liabilities 71671 $1537793 21839 $1417876 $213427

Ill Amounts represent the impact of legally enforceable meeter netting agreements that allow the Corporation to settle positive and negative positions and also cash collateral held or placed with the same csonterparties

Bank of America 2009 199



Assets and liabilities carried at fair value on recurring basis at December 31 2008 including financial instruments which the Corporation

accounts for under the fair value option are summarized in the table below

December 31 2008

Fair Value Measurements Using

Netting Assets/Liabilities

Dollars in millions
Level Level Level Adjustments

11 at Fair Value

Assets

Federal funds sold and securities borrowed or purchased under

agreements to resell 2330 2330

Trading account assets 44571 83011 6733 134315

Derivative assets 2109 1525106 8289 1473252 62252

Available-for-sale debt securities 2789 255413 18702 276904

Loans and leases 5413 5413

Mortgage servicing rights
12733 12733

Loans held-for-sale 15582 3382 18964

Other assets 25407 25549 4157 65113

Total assets $74876 $1906991 $59409 $1473252 $568024

Liabilities

Interest-bearing deposits in domestic offices 1717 1717

Trading account liabilities 37410 14313 51723

Derivative liabilities 4872 1488509 6019 1468691 30709

Accrued expenses and other liabilities 5602 1940 7542

Total liabilities $47884 $1504539 7959 $1468691 91691

Ill Amounts represent the impact of legally eoforceable muster netting agreements that allow the Corporation to settle positive and negative positions and also cash collateral held or placed wdh the same cosoterparties
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The tables below present reconciliation of all assets and liabilities measured at fair value on recurring basis using significant unobservable

inputs Level during 2009 2008 and 2007 including realized and unrealized gains losses included in earnings and accumulated OCI

Level Fair Value Measurements

2009

Gains Gains Purchases

Balance Merrill Losses Losses Issuances Transfers Balance

January Lynch Included in Included and into out of December 31
Dollars in millions 20091 Acquisition Earnings in OCI Settlements Level 31 20091

Trading account assets

Corporate securities trading loans

and other 4540 7012 370 $2015 1173 $11080

Equity securities 546 3848 396 2425 489 1084

Foreign sovereign debt 30 136 167 810 1143

Mortgage trading loans and asset-

backed securities 1647 7294 262 933 1842 7770

Total trading account assets 6733 18184 152 3340 348 21077
Net derivative assets 21 2270 2307 5526 7906 5666 7863
Available-for-sale debt securities

Non-agency MBS

Residential 5439 2509 1159 2738 4187 1876 7216

Commercial 657 185 155 52 258

Foreign securities 1247 79 226 73 401 468

Corporate/Agency bonds 1598 22 127 324 1100 927

Other taxable securities 9599 75 669 4490 1154 4549

Tax-exempt securities 162 2_ 26 6093 645 6928

Total available-for-sale debt securities 18702 2509 1518 3327 2488 186 20346
Loans and leases 13 5413 2452 515 3718 274 4936

Mortgage servicing rights 12733 209 5286 1237 19465
Loans held-for-sale 131 3382 3872 678 1048 58 6942
Other assets 4157 2696 1273 308 7821

Trading account liabilities

Foreign sovereign debt 38 348 386
Corporate securities and other 14 10

Total trading account liabilities 38 362 396
Accrued expenses and other

liabilities 1940 1337 1385 294 1598
Long-term debt 7481 2310 830 4301 4660

2008

Gains Gains Purchases

Balance Losses Losses Issuances Transfers Balance

January Countrywide Included in Included and into out of December 31

Dollars in millions 2008 Acquisition Earnings in OCI Settlements Level 2008

Trading account assets 4027 $3222 $1233 7161 6733
Net derivative assets 121 1203 185 2531 1380 253 2270
Available-for-sale debt securities 5507 528 2509 1688 2754 14110 18702
Loans and leases 4590 780 1603 5413

Mortgage servicing rights 3053 17188 7115 393 12733
Loans held-for-sale 1334 1425 1047 542 2212 3382
Other assets 3987 1407 175 1372 40 4157
Accrued expenses and other

liabilities 131 660 1212 169 101 1940
ll Assets Iliabilitiesi

121 Net derivatIves at December 2009 and 2008 include derivative assets of $23.0 billion and $8.3 billion and derivative liabilities of $15.2 billion and $6.0 billion respectively

131 Amounts represent icems which are accounted for under the fair value option including commercial loans loan commitments and LHFS

141 Other assets is primarily comprised of marketable equity securities and other equity invvstrnents
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Level Fair Value Measurements

2007

Gains Gains Purchases

Balance Losses Losses Issuances Transfers Balance

JanuarV Included in Included and into out of December 31

IDollars in milbonsl
2007111 Earnings in OCI Settlements Level 3111 2007

Trading account assets 121 303 $2959 708 5975 4027

Net derivative assets 131 788 341 333 1317 1203
Available-for-sale debt securities 12 1133 398 206 4588 390 5507

Loans and leases 3947 140 783 4590

Mortgage servicing rights
121 2869 231 47 3053

Loans held-for-sale 121 90 1259 2683 1334

Other assets 6605 2149 79 4638 50 3987

Accrued expenses and other liabilities 349 279 32 660

Assets Iliabilitiesi

Amounts represent items which were curried at fair value prior to the adoption of the fair value option

Net derivatives at December 31 2007 included derivative assets of $9.0 billion and derivative liabilities of $10.2 billion Amounts at January 2007 were accounted tor at fair value prior to the adoption of the fair

value option

Other assets is primarily comprised of AFS marketable equity securities and other equity investments
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The tables below summarize gains and losses due to changes in fair value including both realized and unrealized gains losses recorded in earn

ings for Level assets and liabilities during 2009 2008 and 2007 These amounts include those gains losses generated by loans LHFS loan

commitments and structured notes which are accounted for under the fair value option

111 Mortgage banking income does not reflect the impact of Level and Level hedges agaiest MSRs

121 Amounts represent items which are accounted for under the fair noise option

131 Anisurrts represent items which are carried at fair value prior to the adoption of the fair value option

141 Amounts represent write-downs on certain securities that were deemed to be other-than-temporarily impaired during 2007

11 Amounts represent items which are accounted for under the fairnalae option

Level Total Realized and Unrealized Gains Losses Included in Earnings

2009

Trading Mortgage

Equity Account Banking Other

card Income Investment Profits Income Income

Dollars in millions Loss Income Losses Loss Loss Totai

Trading account assets

Corporate securities trading ioans and other 370 370

Equity securities 396 396
Foreign sovereign debt 136 136

Mortgage trading ioans and asset-backed securities 262 262

Totai trading account assets 152 152
Net derivative assets 2526 8052 5526
Avaiiable-for-saie debt securities

Non-agency MBS

Residentiai 20 1139 1159
Commerciai 185 185

Foreign securities 79 79
Corporate/Agency bonds 22 22
Other taxabie securities 75 75
Tax-exempt securities

Totai avaiiabie-for-saie debt securities 20 1498 1518
Loans and ieases 11 526 515

Mortgage servicing rights 5286 5286
Loans heid-for-saie 216 306 588 678

Other assets 21 947 244 61 1273

Trading account iiabihties Foreign sovereign debt 38 38
Accrued expenses and other habihties 36 11 1360 1385

Long-term debt 2083 227 2310

Total 21 947 $4990 $13857 810 10645

2008

Trading account assets $3044 178 3222
Net derivative assets 103 2428 2531
Avaiiabie-for-saie debt securities 74 2435 2509
Loans and ieases 12 775 780
Mortgage servicing rights 7115 7115
Loans heid-for-saie 195 848 1047
Other assets 55 110 10 175

Accrued expenses and other Iiabihties 295 473 169

Total 55 110 $3132 $5492 $3677 $12136

2007

Trading account assets 31 $2959 2959
Net derivative assets 13 515 174 341
Avaiiabie-for-saie debt securities 34 398 398
Loans and leases 121 139 140
Mortgage servicing rights 231 231

Loans held-for-sale 61 29 90
Other assets 151 103 1971 75 2149
Accrued expenses and other kabihties 274 279

Total $103 $1971 $3541 376 736 1827
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The tables below summarize changes in unrealized gains losses recorded in earnings during 2009 2008 and 2007 for Level assets and

liabilities that were still held at December 31 2009 2008 and 2007 These amounts include changes in fair value generated by loans LHFS loan

commitments and structured notes which are accounted for under the fair value option

Level Changes in Unrealized Gains Losses Relating to Assets and Liabilities Still Held at Reporting Date

2009

Trading Mortgage

Equity Account Banking Other

Card Income Investment Profits Income Income

Dollars in millions
Loss Income Losses Loss Loss Total

Trading account assets

Corporate securities trading loans and other 89 89

Equity securities 328 328

Foreign sovereign debt 137 137

Mortgage trading loans and asset-backed securities 332 332

Total
trading account assets 434 434

Net derivative assets 2761 348 2413

Available-for-sale debt securities

Mortgage-backed securities

Non-agency MBS

Residential 20 659 679

Other taxable securities 11 14

Tax-exempt securities 10

Total available-for-sale debt securities 13 20 670 703

Loans and leases
210 210

Mortgage servicing rights
4100 4100

Loans held-for-sale 195 164 695 664

Other assets 71 106 1061 890

Trading account liabilities Foreign sovereign debt 38 38

Accrued expenses and other liabilities 11 1740 1729

Long-term debt 121 2303 225 2528

Total 71 $106 $5744 4587 2811 1477

2008

Trading account assets $2144 178 2322
Net derivative assets 2095 1154 3249

Available-for-sale debt securities 74 1840 1914
Loans and leases 1003 1003

Mortgage servicing rights
7378 7378

Loans held-for-sale 154 423 581

Other assets 331 1931 524

Accrued expenses and other liabilities
292 880 588

Total $331 $193 203 $6607 $3727 $11061

2007

Trading account assets $2857 2857
Net derivative assets 196 139 57

Available-for-sale debt securities 398 398

Loans and leases 167 167

Mortgage servicing rights 43 43
Loans held-for-sale 58 22 80

Other assets 136 65 201

Accrued expenses and other liabilities 395 396

Total $136 65 $3112 74 960 4199

lii Mortgage banking income does not reflect impact of Level and Level hedges against MSRs

Am000ts represent items which are accounted for under the fair value option

31 Amounts represent items which were accounted for prior to the adoption of the fair value option

41 Amounts represent items which were carried at fuir value prior to the adoption of the fair value Option and certain portfolios of LHFS which are accounted for under the fair value option
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Nonrecurrhig Far Value

Certain assets and liabilities are measured at fair value on nonrecurring basis and are not included in the previous tables in this Note These assets

and liabilities primarily include LHFS unfunded loan commitments held-for-sale and foreclosed properties The amounts below represent only balances

measured at fair value during the year and still held as of the reporting date

Assets and Liabilities Measured at Fair Value on Nonrecurring Basis

At and for the Year Ended At and for the Year Ended

December 31 2009 December 31 2008

Dollars in millions Level Level Losses Level Level Losses

Assets

Loans held-for-sale

Loans and leases

Foreclosed properties

Other assets

1l Gains losses represent charge-offs associated with real estate-secured loans that exceed 180 days past due which are netted against the allowance fon loan and lease lasses

121 Amounts are included in other assets on the Consolidated Balance Sheet and represent fair value and related losses of foreclosed properties that were written down subsequent to their initial classihcatios as

foreclosed properties

$2320 $7248 $1288 $1828 $9782 $1699
8426 4858 2131 1164

644 322 590 171
31 322 268

Fair Value Option Elections

Corporate Loans and Loan Commitments

The Corporation elected to account for certain large corporate loans and

loan commitments which exceeded the Corporations single name credit

risk concentration guidelines under the fair value option Lending

commitments both funded and unfunded are actively managed and

monitored and as appropriate credit risk for these lending relationships

may be mitigated through the use of credit derivatives with the Corpo

rations credit view and market perspectives determining the size and

timing of the hedging activity These credit derivatives do not meet the

requirements for derivatives designated as hedging instruments and are

therefore carried at fair value with changes in fair value recorded in other

income Electing the fair value option allows the Corporation to carry

these loans and loan commitments at fair value which is more con

sistent with managements view of the underlying economics and the

manner in which they are managed In addition accounting for these

loans and loan commitments at fair value reduces the accounting asym

metry that would otherwise result from carrying the loans at historical

cost and the credit derivatives at fair value

At December 31 2009 and 2008 funded loans which the Corporation

elected to carry at fair value had an aggregate fair value of $4.9 billion

and $5.4 billion recorded in loans and leases and an aggregate out

standing principal balance of $5.4 billion and $6.4 billion At

December 31 2009 and 2008 unfunded loan commitments that the

Corporation has elected to carry at fair value had an aggregate fair value

of $950 million and $1.1 billion recorded in accrued expenses and other

liabilities and an aggregate committed exposure of $27.0 billion and

$16.9 billion Interest income on these loans is recorded in interest and

fees on loans and leases

Loans HeId4orSale

The Corporation also elected to account for certain LHFS at fair value

Electing to use fair value allows better offset of the changes in fair

values of the loans and the derivative instruments used to economically

hedge them The Corporation has not elected to fair value other LHFS

primarily because these loans are floating rate loans that are not econom

ically hedged using derivative instruments At December 31 2009 and

2008 residential mortgage loans commercial mortgage loans and other

LHFS for which the fair value option was elected had an aggregate fair

value of $32.8 billion and $18.9 billion and an aggregate outstanding

principal balance of $36.5 billion and $20.7 billion Interest income on

these loans is recorded in other interest income These changes in fair

value are mostly offset by hedging activities An immaterial portion of

these amounts was attributable to changes in instrument-specific credit

risk

Other Assets

The Corporation elected the fair value option for certain other assets

Other assets primarily represents non-marketable convertible preferred

shares for which the Corporation has economically hedged majority of

the position with derivatives At December 31 2009 these assets had

fair value of $253 million

Securities Financing Agreements

The Corporation elected the fair value option for certain securities financ

ing agreements The fair value option election was made for certain secu

rities financing agreements based on the tenor of the agreements which

reflects the magnitude of the interest rate risk The majority of securities

financing agreements collateralized by U.S government securities were

excluded from the fair value option election as these contracts are gen

erally short-dated and therefore the interest rate risk is not considered

significant At December 31 2009 securities financing agreements for

which the fair value option has been elected had an aggregate fair value

of $95.1 billion and principal balance of $94.6 billion

Longterm Deposits

The Corporation elected to fair value certain long-term fixed-rate and rate-

linked deposits which are economically hedged with derivatives At

December 31 2009 and 2008 these instruments had an aggregate fair

value of $1.7 billion for both years ended and principal balance of $1.6

billion and $1.7 billion recorded in interest-bearing deposits Interest paid

on these instruments continues to be recorded in interest expense Elec

tion of the fair value option will allow the Corporation to reduce the

accounting volatility that would otherwise result from the accounting

asymmetry created by accounting for the financial instruments at histor

ical cost and the economic hedges at fair value The Corporation did not

elect to fair value other financial instruments within the same balance

sheet category because they were not economically hedged using

derivatives
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Commercial Paper and Other Short-term Borrowings

The Corporation elected to fair value certain commercial paper and other

short-term borrowings that were acquired as part of the Merrill Lynch

acquisition This debt is risk-managed on fair value basis At

December 31 2009 this debt had both an aggregate fair value and

principal balance of $813 million recorded in commercial paper and other

short-term borrowings

Long-term Debt

The Corporation elected to fair value certain long-term debt primarily

structured notes that were acquired as part of the Merrill Lynch acquis

ition This long-term debt is risk-managed on fair value basis Election

of the fair value option will allow the Corporation to reduce the accounting

volatility that would otherwise result from the accounting asymmetry cre

ated by accounting for the financial instruments at historical cost and the

economic hedges at fair value The Corporation did not elect to fair value

other financial instruments within the same balance sheet category

because they were not economically hedged using derivatives At

NOTE 21 Fair Value of Financial Instruments

The fair values of financial instruments have been derived in part by the

Corporations assumptions the estimated amount and timing of future

cash flows and estimated discount rates Different assumptions could

significantly
affect these estimated fair values Accordingly the net realiz

able values could be materially different from the estimates presented

below In addition the estimates are only indicative of the value of

individual financial instruments and should not be considered an

indication of the fair value of the Corporation

The following disclosures represent financial instruments in which the

ending balance at December 31 2009 and 2008 are not carried at fair

value in its entirety on the Corporations Consolidated Balance Sheet

Short-term Financial Instruments

The carrying value of short-term financial instruments including cash and

cash equivalents time deposits placed federal funds sold and pur

chased resale and certain repurchase agreements commercial paper

and other short-term investments and borrowings approximates the fair

value of these instruments These financial instruments generally expose

the Corporation to limited credit risk and have no stated maturities or

December 31 2009 this long-term debt had an aggregate fair value of

$45.5 billion and principal balance of $48.6 billion recorded in long-

term debt

Asset-backed Secured Financings

The Corporation elected to fair value certain asset-backed secured financ

ings that were acquired as part of the Countrywide acquisition At

December 31 2009 these secured financings had an aggregate fair

value of $707 million and principal
balance of $1.5 billion recorded in

accrued expenses and other liabilities Using the fair value option election

allows the Corporation to reduce the accounting volatility that would

otherwise result from the accounting asymmetry created by accounting for

the asset-backed secured financings at historical cost and the corre

sponding mortgage LHFS securing these financings at fair value

The following table provides information about where changes in the

fair value of assets or liabilities for which the fair value option has been

elected are included in the Consolidated Statement of Income for 2009

and 2008

have short-term maturities and carry interest rates that approximate

market The Corporation elected to account for certain structured reverse

repurchase agreements under the fair value option See Note 20 Fair

Value Measurements for additional information on these structured

reverse repurchase agreements

Loans

Fair values were generally determined by discounting both principal and

interest cash flows expected to be collected using an observable discount

rate for similar instruments with adjustments that the Corporation

believes market participant would consider in determining fair value

The Corporation estimates the cash flows expected to be collected using

internal credit risk interest rate and prepayment risk models that

incorporate the Corporations best estimate of current key assumptions

such as default rates loss severity and prepayment speeds for the life of

the loan The Corporation elected to account for certain large corporate

loans which exceeded the Corporations single name credit risk concen

tration guidelines under the fair value option See Note 20 Fair Value

Measurements for additional information on loans for which the Corpo

ration adopted the fair value option

Gains Losses Relating to Assets and Liabilities Accounted for Using Fair Value Option

2009

Commercial

Corporate
Asset- Paper and

Loans and Securities Long- backed Other Long-

Loan Loans Financing Other term Secured Short-term term

Dollars in millions Commitments Held-for-Sale Agreements Assets Deposits Financings Borrowings Debt Total

Trading account profits losses 25 211 379 $236 $3938 $3981

Mortgage banking income lossi 8251 11 8240

Equity investment income loss 177 177

Other income loss 1886 588 292 35 4900 2683

Total 1911 $8628 $292 202 35 11 $236 $8838 1399

2008

Trading account profits lossesi 6801 676

Mortgage banking income 281 295 576

Other income Iloss 1248 215 18 10 1491

Total $1244 614 18 $110 $295 $1591
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Deposfts

The fair value for certain deposits with stated maturities was calculated

by discounting contractual cash flows using current market rates for

instruments with similar maturities The carrying value of foreign time

deposits approximates fair value For deposits with no stated maturities

the carrying amount was considered to approximate fair value and does

not take into account the significant value of the cost advantage and

stability of the Corporations long-term relationships with depositors The

Corporation elected to account for certain long-term fixed-rate deposits

which are economically hedged with derivatives under the fair value

option See Note 20 Fair Value Measurements for additional information

on these long-term fixed-rate deposits

NOTE 22 Mortgage Servicing Rights
The Corporation accounts for consumer MSRs at fair value with changes

in fair value recorded in the Consolidated Statement of Income in mort

gage banking income The Corporation economically hedges these MSRs

with certain derivatives and securities including MBS and U.S Treasuries

The securities that economically hedge the MSRs are recorded in other

assets with changes in the fair value of the securities and the related

interest income recorded as mortgage banking income

The following table presents activity for residential first mortgage

MSRs for 2009 and 2008

During 2009 and 2008 other changes in MSR market value were $4.5

billion and $6.8 billion These amounts reflect the change in discount

rates and prepayment speed assumptions mostly due to changes in

interest rates as well as the effect of changes in other assumptions The

Long-term Debt

The Corporation uses quoted market prices for its long-term debt when

available When quoted market prices are not available fair value is

estimated based on current market interest rates and credit spreads for

debt with similar maturities The Corporation elected to account for cer

tain structured notes under the fair value option See Note 20 Fair

Value Measurements for additional information on these structured

notes

The carrying and fair values of certain financial instruments at

December 31 2009 and 2008 were as follows

amounts do not include $782 million in gains in 2009 resulting from

lower than expected prepayments and $333 million in losses in 2008

resulting from higher than expected prepayments The net amounts of

$5.3 billion and $7.1 billion are included in the line mortgage banking

income loss in the table Level Total Realized and Unrealized Gains

Losses Included in Earnings in Note 20 Fair Value Measurements

At December 31 2009 and 2008 the fair value of consumer MSRs

was $19.5 billion and $12.7 billion The Corporation uses an OAS valu

ation approach to determine the fair value of MSR5 which factors in pre

payment risk This approach consists of projecting servicing cash flows

under multiple interest rate scenarios and discounting these cash flows

using risk-adjusted discount rates The key economic assumptions used

in valuations of MSRs include weighted-average lives of the MSRs and

the OAS levels

Key economic assumptions used in determining the fair value of

MSRs at December 31 2009 and 2008 were as follows

December 31

2009 2008

Dollars in millions Fixed Adjustable Fixed Adjustable

Weighted-average option

adjusted spread 1.67% 4.64% 1.71% 6.40%

Weighted-average life

in years 5.62 3.26 3.26 2.71

December31

2009 2008

Dollars in millions carrying Value 111 Fair Value Carrying value 111 raft Value

Financial assets

Loans $841020 $813596 $886198 $841629
Financial liabilities

Deposits 991611 991768 882997 883987
Long-term debt 438521 440246 268292 260291

111 The cariying value of leans is presented net of allowance for loan and lease losses Amounts exclude leases

21 Fair value is determined based on the present value of future cash flows using credit spreads or risk adjusted rates of return that buyer of the portfolio would require at December 31 2009 and 2008 However the

Corporation expects to collect the principal cash flows undvrlying the book values as well as the related interest cash flows

Dollars is millions

Balance January

Merrill Lynch balance January 2009

Countrywide balance July 2008

Additions sales

Impact of customer payments

Other changes in MSR market value

Balance December31

Mortgage loans serviced for investors in billions

2009 2008

$12733 3053
209

17188

5728 2587

3709 3313
4504 6782

$19465 $12733

1716 1654
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The following table presents the sensitivity of the weighted-average

lives and fair value of MSR5 to changes in modeled assumptions The

sensitivities in the following table are hypothetical and should be used

with caution As the amounts indicate changes in fair value based on

variations in assumptions generally cannot be extrapolated because the

relationship of the change in assumption to the change in fair value may

not be linear Also the effect of variation in particular assumption on

the fair value of MSR that continues to be held by the Corporation is

calculated without changing any other assumption In reality changes in

one factor may result in changes in another which might magnify or coun

teract the sensitivities Additionally the Corporation has the ability to

hedge interest rate and market valuation fluctuations associated with

MSR5 The below sensitivities do not reflect any hedge strategies that

may be undertaken to mitigate such risk

December 31 2009

Change in Weighted-

average Lives

Change

in Fair

Dollars in millions
Fixed Adjustable Value

Prepayment rates

Impact of 10% decrease 032 years 0.14 years 895

Impact of 20% decrease 0.68 0.31 1895

Impact of 10% increase 0.29 012 807

Impact of 20% increase 0.54 0.22 1540

OAS level

Impact of 100 bps decrease n/a n/a 900

Impact of 200 bps decrease n/a n/a 1882

Impact of 100 bps increase n/a n/a 828

Impact of 200 bps increase n/a n/a 1592

n/a not applicable

Commercial and residential reverse mortgage MSR5 are accounted for

using the amortization method i.e lower of cost or market Commercial

and residential reverse mortgage MSRs totaled $309 million and $323

million at December 31 2009 and 2008 and are not included in the

tables above

NOTE 23 Business Segment Information

The Corporation reports the results of its operations through six business

segments Deposits Global Card Services Home Loans Insurance

Global Banking Global Markets and Global Wealth Investment

Management GWIM with the remaining operations recorded in All Other

The Corporation may periodically reclassify business segment results

based on modifications to its management reporting methodologies and

changes in organizational alignment Prior period amounts have been

reclassified to conform to current period presentation

Deposits

Deposits includes the results of consumer deposits activities which con

sist of comprehensive range of products provided to consumers and

small businesses In addition Deposits includes student lending results

and the net effect of its ALM activities Deposits products include tradi

tional savings accounts money market savings accounts CD5 and IRA5

and noninterest- and interest-bearing checking accounts These products

provide relatively stable source of funding and
liquidity

The Corporation

earns net interest spread revenue from investing this liquidity in earning

assets through client-facing lending and ALM activities The revenue is

allocated to the deposit products using funds transfer
pricing process

which takes into account the interest rates and maturity characteristics of

the deposits Deposits also generate fees such as account service fees

non-sufficient funds fees overdraft charges and ATM fees In addition

Deposits includes the impact of migrating customers and their related

deposit balances between GWIM and Deposits As of the date of migra

tion the associated net interest income service fees and noninterest

expense are recorded in the segment to which deposits were transferred

Global Card Services

Global Card Services provides broad offering of products including U.S

consumer and business card consumer lending international card and

debit card to consumers and small businesses The Corporation reports

Global Card Services results on managed basis which is consistent with

the way that management evaluates the results of Global Card Services

Managed basis assumes that securitized loans were not sold and pres

ents earnings on these loans in manner similar to the way loans that

have not been sold i.e held loans are presented Loan securitization is

an alternative funding process that is used by the Corporation to diversify

funding sources Loan securitization removes loans from the Con

solidated Balance Sheet through the sale of loans to an off-balance sheet

QSPE that is excluded from the Corporations Consolidated Financial

Statements in accordance with applicable accounting guidance

The performance of the managed portfolio
is important in under

standing Global Card Services results as it demonstrates the results of

the entire portfolio serviced by the business Securitized loans continue

to be serviced by the business and are subject to the same underwriting

standards and ongoing monitoring as held loans In addition excess serv

icing
income is exposed to similar credit risk and repricing of interest

rates as held loans Global Card Services managed income statement

line items differ from held basis as follows

Managed net interest income includes Global Card Services net inter

est income on held loans and interest income on the securitized loans

less the internal funds transfer pricing allocation related to securitized

loans

Managed noninterest income includes Global Card Services non-

interest income on held basis less the reclassification of certain

components of card income e.g excess servicing income to record

securitized net interest income and provision for credit losses Non-

interest income both on held and managed basis also includes the

impact of adjustments to the interest-only strips that are recorded in

card income as management continues to manage this impact within

Global Card Services

Provision for credit losses represents the provision for credit losses on

held loans combined with realized credit losses associated with the

securitized loan portfolio

Home Loans Insurance

Home Loans Insurance provides an extensive line of consumer real

estate products and services to customers nationwide Home Loans

Insurance products include fixed and adjustable rate first-lien mortgage

loans for home purchase and refinancing needs reverse mortgages

home equity lines of credit and home equity loans First mortgage prod

ucts are either sold into the secondary mortgage market to investors

while retaining MSRs and the Bank of America customer relationships or

are held on the Corporations balance sheet in All Other for ALM pur

poses Home Loans Insurance is not impacted by the Corporations

mortgage production retention decisions as Home Loans Insurance is

compensated for the decision on management accounting basis with

corresponding offset recorded in All Other In addition Home Loans

Insurance offers property casualty life disability and credit insurance

Home Loans Insurance also includes the impact of migrating custom

ers and their related loan balances between GWIM and Home Loans
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Insurance As of the date of migration the associated net interest income

and noninterest expense are recorded in the segment to which loans

were transferred

Global Banking

Global Banking provides wide range of lending-related products and

services integrated working capital management treasury solutions and

investment banking services to clients worldwide Lending products and

services include commercial loans and commitment facilities real estate

lending leasing trade finance short-term credit facilities asset-based

lending and indirect consumer loans Capital management and treasury

solutions include treasury management foreign exchange and short-term

investing options Investment banking services provide the Corporations

commercial and corporate issuer clients with debt and equity underwriting

and distribution capabilities as well as merger-related and other advisory

services Global Banking also includes the results of economic hedging of

the credit risk to certain exposures utilizing various risk mitigation tools

Product specialists within Global Markets work closely with Global Bank

ing on the underwriting and distribution of debt and equity securities and

certain other products In order to reflect the efforts of Global Markets

and Global Banking in servicing the Corporations clients with the best

product capabilities the Corporation allocates revenue and expenses to

the two segments based on relative contribution

Global Markets

Global Markets provides financial products advisory services financing

securities clearing settlement and custody services globally to institu

tional investor clients in support of their investing and trading activities

Global Markets also works with commercial and corporate issuer clients

to provide debt and equity underwriting and distribution capabilities and

risk management products using interest rate equity credit currency and

commodity derivatives foreign exchange fixed income and mortgage-

related products The business may take positions in these products and

participate in market-making activities dealing in government securities

equity and equity-linked securities high-grade and
high-yield corporate

debt securities commercial paper MBS and ABS Product specialists

within Global Markets work closely with Global Banking on the under

writing and distribution of debt and equity securities and certain other

products In order to reflect the efforts of Global Markets and Global

Banking in servicing the Corporations clients with the best product capa

bilities the Corporation allocates revenue and expenses to the two

segments based on relative contribution

Global Wealth Investment Management
GWIM offers investment and brokerage services estate management

financial planning services fiduciary management credit and banking

expertise and diversified asset management products to institutional

clients as well as affluent and high net-worth individuals In addition

GWIM includes the results of Retirement and Philanthropic Services the

Corporations approximately 34 percent economic ownership of Black-

Rock and other miscellaneous items GWIM also reflects the impact of

migrating customers and their related deposit and loan balances

between GWIM and Deposits and GWIM and Home Loans Insurance As

of the date of migration the associated net interest income noninterest

income and noninterest expense are recorded in the segment to which

deposits and loans were transferred

All Other

All Other consists of equity investment activities including Global Principal

Investments corporate investments and strategic investments the resi

dential mortgage portfolio associated with ALM activities the residual

impact of the cost allocation processes merger and restructuring charg

es and the results of certain businesses that are expected to be or have

been sold or are in the process of being liquidated All Other also

includes certain amounts associated with ALM activities foreign

exchange rate fluctuations related to revaluation of foreign currency-

denominated debt issuances certain gains losses on sales of whole

mortgage loans gains losses on sales of debt securities and securiti

zation offset which removes the securitization impact of sold loans in

Global Card Services in order to present the consolidated results of the

Corporation on GAAP basis i.e held basis Effective January 2009

as part of the Merrill Lynch acquisition All Other includes the results of

First Republic Bank and fair value adjustments related to certain Merrill

Lynch structured notes

Basis of Presentation

Total revenue net of interest expense includes net interest income on

FTE basis and noninterest income The adjustment of net interest income

to FTE basis results in corresponding increase in income tax expense

The segment results also reflect certain revenue and expense method

ologies that are utilized to determine net income The net interest income

of the businesses includes the results of funds transfer pricing process

that matches assets and liabilities with similar interest rate sensitivity

and maturity characteristics Net interest income of the business seg

ments also includes an allocation of net interest income generated by the

Corporations ALM activities

The management accounting and reporting process derives segment

and business results by utilizing
allocation methodologies for revenue and

expense The net income derived for the businesses is dependent upon

revenue and cost allocations using an activity-based costing model funds

transfer pricing and other methodologies and assumptions management

believes are appropriate to reflect the results of the business

The Corporations ALM activities maintain an overall interest rate risk

management strategy that incorporates the use of interest rate contracts

to manage fluctuations in earnings that are caused by interest rate vola

tility The Corporations goal isto manage interest rate sensitivity so that

movements in interest rates do not significantly adversely affect net

interest income The results of the business segments will fluctuate

based on the performance of corporate ALM activities ALM activities are

recorded in the business segments such as external product pricing deci

sions including deposit pricing strategies the effects of the Corpo

rations internal funds transfer pricing process as well as the net effects

of other ALM activities Certain residual impacts of the funds transfer pric

ing process are retained in All Other

Certain expenses not directly attributable to specific business

segment are allocated to the segments The most significant of these

expenses include data and item processing costs and certain centralized

or shared functions Data processing costs are allocated to the segments

based on equipment usage Item processing costs are allocated to the

segments based on the volume of items processed for each segment

The costs of certain centralized or shared functions are allocated based

on methodologies that reflect utilization
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The following tables present total revenue net of interest expense on FTE basis and net income loss for 2009 2008 and 2007 and total

assets at December 31 2009 and 2008 for each business segment as well as All Other

Business Segments

At and far the Year Ended December31 Total Corporation Deposits Global Card Services

Dollars in millions
2009 2008 2007 2009 2008 2007 2009 2008 2007

Net interest income 48410 46554 $36190 7160 10970 $10215 20264 19589 $16627

Noninterest income 72534 27422 32392 6848 6870 6187 9078 11631 11146

Total revenue net of

interest expense 120944 73976 68582 14008 17840 16402 29342 31220 27773

Provision for credit losses 48570 26825 8385 380 399 227 30081 20164 11678

Amortization of intangibles 1978 1834 1676 238 297 294 911 1048 1040

Other noninterest expense 64735 39695 35848 9455 8486 8056 7050 8112 8337

income loss before

income taxes 5661 5622 22673 3935 8658 7825 8700 1896 6718

Income tax expense benefit 615 1614 7691 1429 3146 2751 3145 662 2457

Net income loss 6276 4008 $14982 2506 5512 5074 5555 1234 4261

Year end total assets $2223299 $1817943 $445363 $390487 $217139 $252683

Home Loans Insurance Global Banking Global Markets

Dollars in millions
2009 2008 2007 2009 2008 2007 2009 2008 2007

Net interest income 4974 3311 1899 11250 10755 8679 6120 5151 2308

Noninterest income loss 11928 5999 1806 11785 6041 6083 14506 8982 3618

Total revenue net of

interest expense 16902 9310 3705 23035 16796 14762 20626 3831 1310

Provision for credit losses 11244 6287 1015 8835 3130 658 400 50
Amortization of intangibles

63 39 187 217 182 65

Other noninterest expense 11620 69232527 9352 6467 7376 9977 3904 4737

Income loss before

income taxes 6025 3939 161 4661 6982 6546 10184 7687 6052
Income tax expense benefit 2187 1457 60 1692 2510 2415 3007 2771 2241

Net income loss 3838 2482 101 2969 4472 4131 7177 4916 3811

Year end total assets 232706 205046 $398061 $394541 $538456 $306693

GWIM All Other 23

Dollars in millions 2009 2008 2007 2009 2008 2007

Net interest income 5564 4797 3920 6922 8019 7458
Noninterest income 12559 3012 3637 5830 2851 7151

Total revenue net of

interest expense 18i23 7809 7557 1092 5168 307

Provision for credit losses 1061 664 15 3431 3769 5210
Amortization of intangibles 512 231 150

Other noninterest expense 12565 4679 4341 4716 1124 474

Income loss before

income taxes 3985 2235 3051 2379 2523 4424

Income tax expense benefit 1446 807 1096 2857 1283 1153

Net income loss 2539 1428 1955 478 1240 3271

Yearendtotalassets 254192 189073 $137382 79420

41 There were no material intersegment revenues

121 Total assets include asset allocations to match liabilities i.e depooits

131 Global Card Services is presented on managed basis with corresponding offset recorded in Al Other

l41 FFE basis

51 Provision or credit losses represents For Global Card Services Provision for credit losses on held loans combined with realized credit losses associated with the securitized loon portfolio and for All Other Provision

for credit looses combIned with the Global Card Services securitization offset
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Global Card Seivices is reported on managed basis which includes securitization impact adjustment that has the effect of presenting securitized

loans in manner similar to the way loans that have not been sold are presented All Other results include corresponding securitization offset that

removes the impact of these securitized loans in order to present the consolidated results of the Corporation on held basis The table below recon

ciles Global Card Seivices and All Other to held basis by reclassifying net interest income all other income and realized credit losses associated with

the securitized loans to card income

Global Card Services Reconciliation

2009 2008 2007

Managed Securitization Held Managed Securitization Held Managed Securitization Held

Dollars in millions Basisj Impact
21

Basis Basis Impact Basis Basis Impact Basis

Net interest income $20264 9250 $11014 $19589 $8701 $10888 $16627 $8027 $8600
Noninterest income

Card income 8555 2034 6521 10033 2250 12283 10170 3356 13526
All other income 523 115 408 1598 219 1379 976 288 688

Total noninterest income 9078 2149 6929 11631 2031 13662 11146 3068 14214

Total revenue net of interest

expense 29342 11399 17943 31220 6670 24550 27773 4959 22814
Provision for credit losses 30081 11399 18682 20164 6670 13494 11678 4959 6719
Noninterest expense 7961 7961 9160 9160 9377 9377

Income loss before income taxes 8700 8700 1896 1896 6718 6718
Income tax expense benefit 3145 3145 662 662 2457 2457

Net income loss 5555 5555 1234 1234 4261 $4261

All Other Reconciliation

2009 2008 2007

Reported Securitization As Reported Securitization As Reported Securitizatiort As

Dollars in millions Basis Offset Adjusted Basis Offset Adjusted Basis Offset Adjusted

Net interest income $6922 9250 2328 $8019 8701 682 $7458 $8027 569

Noninterest income

Card income loss 895 2034 1139 2164 2250 86 2817 3356 539
Equity investment income 9020 9020 265 265 3745 3745
Gains on sales of debt securities 4440 4440 1133 1133 179 179

All other income loss 6735 115 6620 711 219 492 410 288 698

Total noninterest income 5830 2149 7979 2851 2031 820 7151 3068 4083

Total revenue net of interest

expense 1092 11399 10307 5168 6670 1502 307 4959 4652
Provision for credit losses 3431 11399 7968 3769 6670 2901 5210 4959 251
Merger and

restructuring charges 2721 2721 935 935 410 410
All other noninterest expense 1997 1997 189 189 69 69

Income loss before income taxes 2379 2379 2523 2523 4424 4424
Income tax expense benefit 2857 2857 1283 1283 1153 1153

Net income loss 478 478 $124O $1240 3271 $3271

Ill Provision for credit losses represents For Global Card Services Provision for credit losses on held loans combined with realized credit looses associated with the securitized loan portfolio and for All Other Provision

for credit losses combined with the Global Card Services secsritization offset

21 The secunitization impact/offset on net interest income is on funds transfer pricing methodology consistent with the way funding cssts are allocated to the businesses

131 FTE basis
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The following tables present reconciliation of the six business segments Deposits Global Card Services Home Loans Insurance Global Bank

ing Global Markets and GWIM total revenue net of interest expense on FTE basis and net income to the Consolidated Statement of Income and

total assets to the Consolidated Balance Sheet The adjustments presented in the tables below include consolidated income expense and asset

amounts not specifically allocated to individual business segments

Dollars in millions
2009 2008 2007

Segment total revenue net of interest expense 11 $122036 $79144 $68889

Adjustments

ALM activities 960 2605 66

Equity investment income 9020 265 3745

Liquidating businesses 1300 256 1060

ETE basis adjustment 1301 1194 1749

Managed securitization impact to total revenue net of interest expense 11399 6670 4959
Other

947 1624 219

Consolidated revenue net of interest expense $119643 $72782 $66833

Segment net income 5798 5248 $11711

Adjustments net of taxes

ALM activities 6278 554 2411

Equity investment income 5683 167 2359

Liquidating
businesses 445 86 613

Merger and restructuring charges 1714 630 258

Other
2342 309 798

Consolidated net income 6276 4008 $14982

mi FTE basis

December31

Dollars in millions

2009 2008

Segment total assets $2085917 $1738523

Adjustments

ALM activities including
securities portfolio

560063 552796

Equity investments 34662 31422

Liquidating businesses 22244 3172

Elimination of segment excess asset allocations to match liabilities 561607 439162

Elimination of managed securitized loans 11 89715 100960

Other 171735 32152

Consolidated total assets $2223299 $1817943

il Represents Global Card Services securitized loans
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NOTE 24 Parent Company Information
The following tables present the Parent Company Only financial information

Condensed Statement of Income

Doflars in millions 2009 2008 2007

Income

Dividends from subsidiaries

Bank holding companies and related subsidiaries 4100 18178 $20615
Nonbank companies end related subsidiaries 27 1026 181

Interest from subsidiaries 1179 3433 4939
Other income 7784 940 3319

Total income 13090 23577 29054

Expense

Interest on borrowed funds 4737 6818 7834
Nomnterest expense 4238 1829 3127

Total expense 8975 8647 10961

Income before income taxes and
equity

in undistributed earnings of subsidiaries 4115 14930 18093
Income tax benefit 85 1793 1136

Income before equity in undistributed earnings of subsidiaries 4200 16723 19229

Equity in undistributed earnings losses of subsidiaries

Bank holding companies and related subsidiaries 2183 11221 4497
Nonbank companies and related subsidiaries 4259 1494 250

Total equity in undistributed earnings losses of subsidiaries 2076 12715 4247
Net income 6276 4008 $14982

Net income loss applicable to common shareholders 2204 2556 $14800

Condensed Balance Sheet

December31

Dollars inmillionsl 2009 2008

Assets

Cash held at bank subsidiaries 91892 98525
Debt securities 8788 16241
Receivables from subsidiaries

Bank holding companies and related subsidiaries 58931 39239
Nonbank companies and related subsidiaries 13043 23518

Investments in subsidiaries

Bank holding companies and related subsidiaries 206994 172460
Nonbank companies and related subsidiaries 47078 20355

Other assets
13773 20428

Total assets
$440499 $390766

Liabilities and shareholders equity

Commercial paper and other short-term borrowings 5968 26536
Accrued expenses and other liabilities 19204 15244
Payables to subsidiaries

Bank holding companies and related subsidiaries 363 469
Nonbank companies and related subsidiaries 632

Long-term debt
182888 171462

Shareholders
equity 231444 177052

Total liabilities and shareholders equity $440499 $390766
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Condensed Statement of Cash Flows

Dollars in millinns

2009 2008 2007

Operating activities

Net income 6276 4008 14982

Reconciliation of net income to net cash provided by operating activities

Equity in undistributed earnings losses of subsidiaries 2076 12715 4247

Other operating activities net 8889 598 276

Net cash provided by operating activities 13089 16125 18953

Investing activities

Net purchases sales of securities 3729 12142 839

Net payments from to subsidiaries 29926 2490 44457

Other investing activities net 17 43 824

Net cash used in investing activities 26214 9609 46120

Financing activities

Net increase decrease in commercial paper and other short-term borrowings 20673 14131 8873

Proceeds from issuance of long-term debt 30347 28994 38730

Retirement of long-term debt 20180 13178 12056

Proceeds from issuance of preferred stock 49244 34742 1558

Repayment of preferred stock 45000

Proceeds from issuance of common stock 13468 10127 1118

Common stock repurchased
3790

Cash dividends paid
4863 11528 10878

Other financing activities net 4149 5030 576

Net cash provided by financing activities 6492 40056 24131

Net increase decrease in cash held at bank subsidiaries 6633 46572 3036

Cash held at bank subsidiaries at January 98525 51953 54989

Cash held at bank subsidiaries at December31 91892 98525 51953

NOTE 25 Performance by Geographical Area

Since the Corporations operations are highly integrated certain asset liability income and expense amounts must be allocated to arrive at total

assets total revenue net of interest expense income before income taxes and net income by geographic area The Corporation identifies its geo

graphic performance based on the business unit structure used to manage the capital or expense deployed in the region as applicable This requires

certain judgments related to the allocation of revenue so that revenue can be appropriately matched with the related expense or capital deployed in the

region

December 31 Year Ended December 31

Total Income

Revenue Net Loss

of Interest Before Net Income

Dollars in milliuns
Year Total Assets 111 Expense 121 Income Taxes Loss

Domestic 31 2009 $1840232 98278 6901 1025
2008 1678853 67549 3289 3254

2007 60245 18039 13137

Asia4 2009 118921 10685 8096 5101

2008 50567 1770 1207 761

2007 1613 1146 721

Europe Middle East and Africa 2009 239374 9085 2295 1652

2008 78790 3020 456 252

2007 4097 894 592

Latin America and the Caribbean 2009 24772 1595 870 548

2008 9733 443 388 245

2007 878 845 532

Total Foreign
2009 383067 21365 11261 7301

2008 139090 5233 1139 754

2007 6588 2885 1845

Total Consolidated 2009 $2223299 $119643 4360 6276

2008 1817943 72782 4428 4008

2007 66833 20924 14982

11 Total assets include long-lived assets which are primarily located in the U.S

12 There were no material intercompany revenues between geographic regions for any of the periods presented

Includes the corporations Canadian operatisno which had total assets nf $31.1 billion and $13.5 billion at December 31 2009 and 2008 total revenue net of interest enpense of $2.5 billion $1.2 billion and $770

million income before income tases of $723 million $552 million and $292 million and net income of $488 million $404 million and $195 million for 2009 2008 and 2007 respectisely

141 The year ended December 31 2009 amount includes pre-tav gains of $7.3 billion $4.7 billion net-nf-tas on the sale of common shares of the Corporatinos
initial inoestment in CCB
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Executive Management Team and Board of Directors

Bank of America Corporation

Executive Management Team Board of Directors

Brian Moynihan Walter Massey Monica Lozano

Chief Executive Officer and Chairman of the Board Publisher and

President Bank of America Corporation Chief Executive Officer

La OpiniOn
Catherine Bessant Susan Bies

Global Technology and Former Member Thomas May
Operations Executive Board of Governors of the Chairman President and

Federal Reserve System Chief Executive Officer
Neil Cotty

NSTAR
Interim Chief Financial Officer and William Boardman

Chief Accounting Officer Retired Vice Chairman Brian Moynihan

Banc One Corporation Chief Executive Officer
David Darnell

Retired Chairman of the Board and President
President Global Commercial

Visa International Bank of America Corporation
Banking

Frank Bramble Sr Donald Powell
Barbara Desoer

Former Executive Officer Former Chairman
President Bank of America Home

MBNA Corporation Federal Deposit Insurance
Loans and Insurance

Corporation
Virgis Colbert

Anne Finucane
Senior Advisor Charles Rossotti

Global Strategy and
MillerCoors Company Senior Advisor

Marketing Officer

The Carlyle Group
Charles Gifford

Sallie Krawcheck
Former Chairman Thomas Ryan

President Global Wealth and
Bank of America Corporation Chairman President and

Investment Management
Chief Executive Officer

Charles Holliday Jr
Thomas Montag

Retired Chairman
CVS/Caremark Corporation

President Global Banking and
E.l du Pont de Nemours and Co Robert Scully

Markets
DuPont Former Member

Edward OKeefe Office of the Chairman
Paul Jones Jr

General Counsel Morgan Stanley
Former Chairman

Joe Price Chief Executive Officer

President Consumer Small and President

Business and Card Banking Compass Bancshares Inc

Andrea Smith

Global Human Resources

Executive

Bruce Thompson
Chief Risk Officer

Executive Officer

Retiring by not standing for reelection at the 2010 Annual Meeting
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Corporate Information

Bank of America Corporation

Headquarters

The principal executive offices of Bank of America

Corporation the Corporation are located in the Bank

of America Corporate Center 100 North Tryon Street

Charlotte NC 28255

2010 Annual Meeting

The Corporations 2010 annual meeting of shareholders

will be held at 10 am local time on April 28 2010 in the

Belk Theater of the North Carolina Blumenthal Performing

Arts Center 130 North Tryon Street Charlotte NC

Stock Listing

The Corporations common stock is listed on the New

York Stock Exchange NYSE under the symbol BAC The

Corporations common stock is also listed on the London

Stock Exchange and certain shares are listed on the Tokyo

Stock Exchange The stock is typically listed as BankAm in

newspapers As of February 19 2010 there were 257683

registered holders of the Corporations common stock

Investor Relations

Analysts portfolio managers and other investors seek

ing additional information about Bank of America stock

should contact our Equity Investor Relations group at

1.704.386.5681 For additional information about

Bank of America from credit perspective includ

ing debt and preferred securities contact our Fixed

Income Investor Relations group at 1.866.607.1234

or Fixedincomeir@bankofamerica.com Visit the Inves

tor Relations area of the Bank of America Web site

http//investor.bankofamerica.com for stock and

dividend information financial news releases links

to Bank of America SEC filings electronic versions of

our annual reports and other items of interest to the

Corporations shareholders

Customers

For assistance with Bank of America products and

services call 1.800.432.1000 or visit the Bank of

America Web site at www.bankofamerica.com Additional

toll-free numbers for specific products and services are

listed on our Web site at www.bankofamerica.com/contact

Annual Report on Form 10-K
The Corporations 2009 Annual Report on Form 10-K

is available at http//investor.bankofamerica.com The

Corporation also will provide copy of the 2009 Annual

Report on Form 10-K without exhibits upon written

request addressed to

Bank of America Corporation

Shareholder Relations Department

NC1-002-29-01

101 South Tryon Street

Charlotte NC 28255

Shareholder Inquiries

For inquiries concerning dividend checks electronic

deposit of dividends dividend reinvestment tax

statements electronic delivery transferring ownership

address changes or lost or stolen stock certificates

contact Bank of America Shareholder Services at

Computershare Trust Company N.A via Internet access

at www.computershare.com/bac call 1.800.642.9855

or write to P.O Box 43078 Providence RI 02940-3078

For general inquiries regarding your shareholder account

contact Shareholder Relations at 1.800.521.3984

Shareholders outside of the U.S and Canada may call

1.781.575.2621

News Media

News media seeking information should visit our online

Newsroom at www.bankofamerica.com/newsroom for

news releases speeches and other items relating to the

Corporation including complete list of the Corporations

media relations specialists grouped by business specialty

or geography

Please recycle

The annual report is printed on 30% post-consumer waste

PCW recycled paper

Bank of America Corporation Bank of America is financial holding company that through its subsidiaries and affiliated companies provides banking

and nonbanking financial services Global Wealth Investment Management is division of Bank of America corporation Merrill Lynch Pierce Fenner
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